








t PepsiCo we’re stretching. Stretch¬ 
ing to develop high-quality products for our 
consumers... to create a challenging and reward¬ 
ing workplace for our employees... to provide a 
secure future for their families... and to build 
a great company that makes a positive contri¬ 
bution to society. 

All this is made possible by stretching to 
achieve our primary objective. And that’s to 
build genuine value for our shareholders, the 
owners of our company. 

We stretched far in 1988. It was the best year 
in PepsiCo’s history. And it set the stage for an 
even better future. 

Our report this year looks at three key ways 
we build shareholder value: by increasing; 
sales, improving margins and wisely investing 
our capital. 

Our performance was exceptional. Our pros¬ 
pects are exciting. 

So... s-t-r-e-t-c-h out and read on! 
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Financial Summary 


Percent 


($ in millions except }>er share amounts) 


1988 

1987 

Change 

Net sales. 

.$13,007 

11,366 

+ 14 

Income from continuing operations. 

.$ 

762 

605 

+ 26 

Per Share. 

.$ 

2.90 

2.30 

+ 26 

Net income. 

.$ 

762 

595 

+ 28 

Per Share. 

.$ 

2.90 

2.26 

+ 28 

Cash dividends declared. 

.$ 

209 

175 

+ 19 

Per Share. 

.$ 

0.80 

0.67 

+ 19 

Property, plant and equipment 





additions. 

.$ 

730 

775 

- 6 

Net cash generated by continuing 





operations. 

.$ 

1,895 

1,335 

+ 42 

Shareholders’ equity per share. 

.$ 

12.03 

9.63 

+ 25 

Return on average shareholders’ 





equity. 

% 

26.9 

26.5 



Return on average shareholders’ equity was calculated using income from 
continuing operations. 


Net Sales Income From 

($ in Millions) 13007 Continuing 762 



Return On Average 
Shareholders’ 


26.5 269 



Year-End 
Market Price 
Of Stock 

(In Dollars) 


39V2 



84 85 86 87 88 84 85 86 87 88 
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’s markets are big, global and grow¬ 
ing: soft drinks, snack foods and restaurants. 
We’ve achieved a leadership position in each. 

Our businesses are among the best known and 
most successful in the world: Pepsi-Cola, 
Frito-Lay, Kentucky Fried Chicken, Pizza Hut 
and Taco Bell. 

Our products are among the best-selling, 
most-respected and fastest-growing brand 
names, with systemwide retail sales that total 
more than $40 billion worldwide. 

Our overriding corporate objective is to max¬ 
imize the value of our shareholders’ investment, 
primarily through rapid sales growth, close 
control of costs and astute application of our 
financial resources. 

Our 235,000 employees are dedicated to mak¬ 
ing PepsiCo the premier consumer products 
company in the world. 



Segment Net Sales 
Total: SI 3,007 

($ In Millions) 



Segment Operating Profits 
Total: $1,485 

($ In Millions) 



, Segment Capital Spending 
Total: $715 

($ In Millions) 
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To Our Shareholders and Employees: 


I’m very pleased to report that each of our three business 
segments achieved record sales and operating profits in 
1988. These gains reflected important volume increases 
both domestically and internationally, larger shares of 
growing markets, and continuing improvements in profit 
margins and productivity. 

Our operating performance w r as strong and well- 
balanced, and raised our overall corporate results to new 
standards of excellence: 

• Net income increased 28% to $762 million. 

• Income from continuing operations was up 26% to 
$2.90 per share. 

• Sales were up 14% to $13 billion. 

• Net operating cash flow rose $560 million or 42% to 
nearly $1.9 billion. 

• Return on average shareholders’ equity reached an 
all-time high of 26.9%. 

Our gains in each of these key financial measurements 
w r ere on top of a record performance the prior year. In fact, 
by Labor Day we actually had earned as much from 
ongoing operations as we did in all of 1987. 

We believe these impressive performance gains are 
reflected in the continuing increase in the price of PepsiCo 
stock-up 18%' in 1988 and 52% in the past two years. This 
gain compares very favorably to an increase of 19% since 
1986 in the Standard and Poor’s industrial stock index. 

A Strategic Focus on Shareholder Value 

These perfonnance gains also reflect our continuing com¬ 
mitment to create genuine and long-lasting value for you, 
our shareholders. We want to provide you consistently 
superior returns on your investment through a combina¬ 
tion of dividends and stock price appreciation. 

The key to this is the impressive net cash flow generated 
by our continuing operations, which has more than 
doubled in just three .veal's. 

We’ve achieved dramatic gains in shareholder value in 
recent years, and these gains reflect the success of the 
strategic restructuring of our operations that we initiated 
in 1984. We focused our resources on three consumer 
businesses-soft drinks, snack foods and restaurants- 
because they share several key strategic characteristics. 

These characteristics also are the most important factors 
that affect shareholder value in our businesses, and they 
are within our control. These factor’s are our ability to: 

(1) increase the sales of our products, (2) improve our profit 
margins and (3) wisely invest the cash our businesses 
generate to build the value of PepsiCo even further. 



I). Wayne Calloway 

Chairman of the Hoard and Chief Executive Officer 


We call these strategic factors “value drivers,” and even 
relatively minor improvements in these value drivers 
can produce major gains in operating profits and, in turn, 
in shareholder value. 

Value from Increased Sales 

Our first strategy for creating shareholder value is to 
increase sales-specifically, to increase our sales faster 
than the industry to solidify our leadership position. 

Although our markets are large, there’s still tremendous 
growth potential. Importantly, we can stimulate that 
growth through our ow n actions. In 1988 w r e increased 
sales in each of our segments by double-digit rates. Soft 
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drink sales were up 17%, snack foods up 10% and restau¬ 
rants up 16%-from record levels in 1987. 

We build sales by revitalizing established brands through 
the introduction of great-tasting new varieties. We did 
this in 1986 with Cool Ranch Doritos tortilla chips, for 
example. The result: In 1988 this single flavor variety 
produced retail sales of $270 million and boosted sales of 
the entire Doritos line to more than $1 billion. 

We also build sales through entirely new products, such 
as Hand-Tossed Traditional Pizza. Introduced at mid-year, 
it already accounts for 20% of Pizza Hut’s total pizza sales. 

And we build sales by offering consumers even more 
value for their money. The new value-oriented menu intro¬ 
duced late last year by Taco Bell continues to generate 
double-digit sales growth. And this growth is reversing 
the slight decline in operating profits that Taco Bell expe¬ 
rienced in 1988. 

Value from Higher Profit Margins 

Our second strategy for creating shareholder value focuses 
on margin improvement, and is based upon our- well-honed 
operating and executional skills. 

Our manufacturing, distribution and sales systems are 
very large and very complex. And they are very responsive 
to actions we take to raise profit margins by reducing 
costs and improving efficiency. In 1988 we increased our 
operating profits $222 million, and more than 25% of this 
increase was due solely to margin improvements. 

Frito-Lav raised its operating profit margin to an 
all-time high in 1988. We’re confident we can increase it 
even further, thanks in large measure to continuing pro¬ 
ductivity improvements. Most of these improvements 
have been suggested by our employees-men and women 
who take real ownership of their jobs and genuine pride 
in their achievements. 

As a result, Frito-Lay has been able to keep manufac¬ 
turing costs per pound virtually flat over the last seven 
years. There’s good reason for this focus on productivity. 
Every penny we save in per pound manufacturing costs 
generates more than $10 million in additional snack food 
operating profits. 

Productivity pays in soft drinks and restaurants as 
well. A one-cent saving on each case of soft drinks yields 
$4 million in operating profits. And reducing the labor of 
just one person in each of our rest aurants by only one hour 
a day produces an $8 million gain in operating profits. 

We’ll continue our efforts to improve margins. 


Value from Careful Investments in Our Future 

Our third strategy for increasing shareholder value 
reflects our ability to very profitably invest in our owm 
businesses. 

Our operations not only generate strong cash flow's, but 
also provide ample opportunities to invest that cash in 
businesses we know, w'here w r e can earn a return well 
above our 11% cost of capital. We can invest in existing 
operations to increase sales and improve efficiency. Or w f e 
can acquire new' operations closely related to our own. 

For example, our investment in delivery at Pizza Hut 
has proven to be a very profitable way to expand our pres¬ 
ence in the growing pizza market. In 1988 delivery' 
accounted for 25%' of Pizza Hut’s total sales growth. 

And each dollar invested in a delivery unit generates more 
than three times as many sales dollars as a comparable 
investment in a traditional unit. 

We’ve also demonstrated the ability to quickly assimilate 
new operations and achieve significant profit growth. Con¬ 
sider our purchase in late 1986 of Kentucky Fined Chicken. 
Since that time KFC’s operating profits have nearly 
doubled, and prospects for continued growth have never 
been brighter. 

The soft drink bottling business also provides an excel¬ 
lent opportunity to build for the future. 

The Minneapolis Pepsi-Cola franchise we acquired as 
part of the 1986 acquisition of ME I Corporation is a good 
example of our ability to increase both efficiency and 
profits. In the first full year, w'e achieved purchasing and 
production savings that totaled 35 cents per case. At the 
same time we increased volume 12%' and bottling plant 
profits 65%, and raised our market share by three points. 

Last year w r e invested nearly $1.6 billion in acquiring 
other Pepsi-Cola bottling operations, most of them contig¬ 
uous to territories we already owned. These acquisitions 
diluted our earnings per share by eight cents in 1988, 
but they provide significant opport unities for very profit¬ 
able growth in the years ahead as we continue to increase 
sales and reduce costs. 

Similarly, w'e’re confident that the [lending purchase 
of General Cinema Corporation’s bott ling operations will 
prove to be a low-risk and high-profit way to create 
significant shareholder value over the long term. 

Great Results... From Great People 

Our exceptional performance over the last several years 
has generated a great deal of very favorable comment by 
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the financial analysts who follow our businesses and the 
news media who report on our industries. 

I’m particularly pleased by our ranking in Fortune mag¬ 
azine’s survey of “America’s Most Admired Corporations.” 
This year we not only repeated as the top company in 
our industry, we also were rated seventh most admired 
overall-seventh among more than 300 corporations. 

It's no coincidence that one of the attributes in which 
we ranked first in our industry was our ability to attract, 
develop and retain talented men and women. That’s the 
ultimate source of our success. People really do make a 
difference at PepsiCo. 

Our ability to attract top people certainly extends to our 
Board of Directors. Robert S. Strauss has served our com¬ 
pany for six years, providing thoughtful business counsel 
as well as keen insight into public policy issues. Bob 
retires in May at age 70. We welcome Roger B. Smith of 
General Motors to our Board. The unique vantage point he 
has as chairman and CEO of the world’s largest industrial 
corporation brings a valued perspective to our company. 

The Best Is Yet to Come 

We’ve achieved record sales and earnings in both 1988 
and 1987. In fact, in these two years alone, our net income 
has surged 67%. 

We still have tremendous potential for further gains. 
Consider this: In the last five year's, our net income has 
more than doubled. Since PepsiCo was founded in 1965, 
we’ve roughly doubled our business every five years. 

Everyone in the PepsiCo family relishes these achieve¬ 
ments and looks forward to even greater achievements in 
the years ahead. We have no crystal ball. But we do have 
great products, dedicated people, tremendous momentum 
and unshakeable confidence in our ability to achieve even 
higher returns for our shareholder's in the future. 

The best is yet to come. 



I). Wayne Calloway 
Chairman of the Board and 
Chief Executive Officer 
February 23, 1989 


Net Cash Generated 
By Continuing 
Operations 

($ In Millions) 

1895 



Income Per Share 
From Continuing 
Operations 

(In Dollars) 

2.90 









Stretching for Shareholders 

We stretch to increase the value of our shareholders’ 
investment by concentrating on three major “value 
drivers.” 

This year our Operating Review explains how we put 
these value drivel's to work for our shareholders: 


Value Driver: Increasing Sales 


Sales growth comes from creating and marketing popular 
products. Ours are some of the biggest, best-known and most 
aggressively marketed brand names in the world. 


Value Driver: Improving Margins 


Profit margin is the difference between the selling price of a 
product and the cost to produce and sell it. We use our manufac¬ 
turing and marketing skills and huge operating systems to make 
more money on each product we sell by consistently finding new 
ways to reduce costs and maximize efficiency... without reducing 
quality or service. 


Value Driver: Investing Capital 


We expect the cash we invest in our businesses to earn a return 
well in excess of 11%, which is our cost of capital. We’re fortunate 
because all three of our businesses offer ample opportunities to do 
this. We can achieve consistently superior returns with relatively 
little risk by investing in businesses we know... in existing opera¬ 
tions or in closely related acquisitions. 
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Pepsi-Cola Company 

Pepsi-Cola International 

Sales 

$4,638 billion 

Growth over 1987 

+ 17% 

Operating Profits 

$463 million 

Growth over 1987 

+13% 

U.S. Market at Retail 

$42 billion 

Pepsi-Cola Share 

$14 billion 

The Pepsi-Cola system accounts for one-third of the U.S. soft drink market. 

U.S. Industry Growth 

+ 4.6%. 

Pepsi-Cola System Growth 

+ 6.7% 

Volume growth outpaces the industry for six consecutive years. 



Operating Highlights 


• U.S. retail sales of brand Pepsi-Cola-one of the world’s most 
famous products-climb to more than $8 billion. It outsells 
every other brand, of every other product, in supermarkets. 

• We invest about $1.6 billion to acquire bottling operations 
that will permit us to become the lowest cost producer and 
highest impact marketer in even more areas. 

* • In a massive strategic reorganization, Pepsi-Cola Company 
decentralizes to put greater focus on local market initiatives. 

• Diet Pepsi achieves fifth year of double-digit volume growth. 

• Mountain Dew brands achieve extraordinary growth. 

• New agreement provides for significant expansion of 
Pepsi-Cola soft drink market in the U.S.S.R. 

• Brand Pepsi is the leading cola in Canada. 

• A new bottling plant opens in China; plans for more will 
expand Pepsi-Cola’s position in this huge market. 

• A landmark joint venture agreement with India will bring 
Pepsi-Cola products to this country of 800 million people. 


S oft drinks set records 
the entire year. Net 
sales increased 17% t 
operating profits rose 
13% and capital spending totaled 
$198 million. 

Industry 

Perspective 

The U.S. soft drink industry is 
everything you would want in a 
great business-it’s large, profit¬ 
able and growing rapidly. 

The industry reached a record 
$42 billion in retail sales in 1988. 
Consumption totals nearly 46 gal¬ 
lons of soft drinks for every man, 
woman and child - and it’s growing 
at more than 4% each year, with 
no signs of stopping. 

International soft drink 
industry volume, at approxi¬ 
mately 12 billion cases - about one 
and one-half times the volume of 
the U.S. industry-also is increas¬ 
ing. Consumption is only about 
five gallons per person but stead¬ 
ily increasing, meaning there’s 
still enormous potential for 
overseas growth. 

Competition is intense, but 
that’s what makes the business 
dynamic and a great investment, 
with strong long-term growth 
opportunities. Even more impor¬ 
tant, as a market leader we can 
create even more growth through 
our owti actions. This is signifi¬ 
cant because even small percent¬ 
age gains in volume can mean big 
profit increases. 

In the United States and 
throughout the world, Pepsi-Cola 
products command a major share 
of the soft drink market. For 
example, brand Pepsi is the lead¬ 
ing soft drink in U.S. super¬ 
markets, the largest distribution 
channel. In fact, brand Pepsi is 
the best-selling product of all 
brands of any kind in super- 


















markets. Internationally, we 
market our products in nearly 150 
countries, and we’re the leading 
international beverage company 
in more than 40 markets. 

Pepsi-Cola products are one- 
third of the U.S. soft drink 
market, and our volume grew at 
0.7% this year-some 45% faster 
than the industry. In fact, this is 
the sixth consecutive year that 
Pepsi-Cola brands have grown 
faster than the industry. 

Pepsi-Cola International, 
which markets Pepsi-Cola and 
TUP brands outside the United 
States, accounts for about one- 
seventh of the total international 
market-and grew at a rate of 4%. 

When it comes to our three key 
value drivers, here’s how we’re 
stretching for shareholders. 


Increasing 

Sales 


During 1988 four key strategies 
produced record sales: 

1. We reorganized our entire 
U.S. operations to focus even 
more attention on local markets. 

2. We continued our much pub¬ 
licized and highly successful “Big 
Event Marketing” program. 

3. We sharpened our focus on 
diet soft drinks. 

4. We further strengthened our 
international markets. 

Here’s a more complete look at 
these strategies. 

1. We reorganized our U.S. oper¬ 
ations for greater impact in the 
local market. 

Even though sales have reached 
new highs for four consecutive 
years, in early 1988 we reorgan¬ 
ized our domestic soft drink oper¬ 
ations. The reason: to put even 
more pressure on local markets. 
We’re convinced the cola wars of 


the 1990s will be fought increas¬ 
ingly on a local level, and we 
wanted to gain a competitive 
advantage by making the move 
early. 

Pepsi-Cola formerly was organ¬ 
ized by distribution channels. The 
new structure combines all distri¬ 
bution channels-concentrate 
sales, company-owned bottling 
operations and fountain syrup 
sales-into one company. Respon¬ 
sibilities now- are divided on a 
geographic basis among four 
divisions: Pepsi-Cola East, 
Pepsi-Cola West, Pepsi-Cola 
South and Pepsi-Cola Central. 

The divisions still are united by 
national marketing strategies, 
but each division has great 
freedom to translate these strate¬ 
gies into local market initiatives. 

For example, as part of our 
Big Event national marketing 
program, Pepsi-Cola sponsored 
the Tyson-Spinks match for the 
heavyweight boxing champion¬ 
ship. A single national advertis¬ 
ing theme was supported 
regionally by a variety of local 
promot ions and special ticket 
giveaways. Promotions for the 
event in Chattanooga were differ¬ 
ent from those in Chicago because 
our sales needs are different in 
the two locations. 

Markets are becoming increas¬ 
ingly more segmented and 
specialized, and we believe 
regionalization will be the 
marketing trend of the 1990s. 

2. We continued our highly suc¬ 
cessful Big Event Marketing 
program. 

We’re committed to what we call 
Big Event Marketing. Using 
major events as a centerpiece, we 
develop exciting advertising and 
promotions that capture con¬ 
sumer and media attention. 


Soft Drinks 
Net Sales 

% Of Total Net Sales 

($ In Millions) 



Soft Drinks 
Operating Profits 

% Of Total Segments 
Operating Profits 

($ in Millions) 



84 85 86 87 88 


Soft Drinks 
Capital Spending 

% Of Total Segments 
Capital Spending 

($ In Millions) 



84 85 86 87 88 
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The Power of 
Our Products: 

Pepsi-Cola products are among the 
best-known brands in the world. 
Here are the estimated 1988 retail 
sales of our largest brands. 



$13 BILLION 



$2.5 BILLION 



7up 


$1 BILLION 

Does not include U.S. sales 


One of the best examples of 
how this works is the release of 
the home video “E.T.,” one of the 
most popular films of all-time. 
The program included a joint 
E.T./Pepsi commercial and an 
offer for a rebate on the video 
with proof of purchase of 
Pepsi-Cola products. 

Our tie-in with E.T. gained us 
unprecedented levels of attention 
and coverage. In fact, coverage of 
major news events such as rock 
concerts, the America’s Cup 
Race, the Tyson-Spinks fight and 
the release of the E.T. video gen¬ 
erated more than $12 million 
worth of added media exposure. 

Big Event Marketing captures 
attention and generates signifi¬ 
cant media coverage. 

3. We focused on diet soft 
drinks. 

Diet beverages are the fastest- 
growing soft drink category - 
growing at a compounded annual 
rate of 11% since 1983. As the 
population ages and becomes 
more calorie conscious, diet soft 
drinks are expected to continue 
their rapid growth. 

We began to sharpen our focus 
on diet soft drinks about five 
yeara ago. Our strategy was to 
expand the market for our diet 
products, improve their taste and 
promote them with big events. 

With Diet Pepsi we began by 
looking beyond the traditional 
female market and developing 
advertising and promotions that 
also appealed to men. Then in 
1988 we introduced an improved 
taste. We promoted the new taste 
by featuring Michael J. Fox, one 
of the country’s most popular 
television and movie stars, in our 
advertising. We also sponsored 
two of the major sporting events 
of the year: the Tyson-Spinks 


boxing championship and the 
America’s Cup sailing challenge. 

In both cases, we picked the 
winner of the contest before the 
event. This w'as a bold move, and 
it created unprecedented levels of 
consumer and media interest and 
excitement. The results were 
spectacular: Diet Pepsi volumes 
grew about 50% faster than the 
overall diet segment. 

Now we’re going after another 
diet market segment . In 1987 we 
introduced Diet Mountain Dew, a 
diet soft drink for our longtime 
Mountain Dew ; consumer's, that 
focused new attention on the 
Mountain Dew 7 brand. As a 
result, Mountain Dew has become 
the seventh largest soft drink in 
the industry. 

4. We strengthened interna¬ 
tional markets. 

In international markets we’re 
strengthening our position in 
three ways: 

• Focusing on high-potential 
markets. 

• Capturing attention with 
exciting advertising and Big 
Event Marketing. 

• Joining with strong business 
partners. 

High-potential markets: We’ve 
identified several high-potential 
markets for further development. 
One key market is Canada, where 
Pepsi-Cola and 7UP now account 
for more than one-third of all soft 
drink supermarket sales and 
brand Pepsi is the leading cola in 
supermarkets. That success is the 
result of a sharper spending 
focus, as well as consolidation of 
the bottling network. 

Another key market is the 
Soviet Union, where we’ve signed 
an agreement that will increase 
the number of plants and more 
than double the Pepsi-Cola 
























business there over the next 
decade. 

Advertising and Big Event 
Marketing offer special opportu¬ 
nities in international markets. 
For example, in 1988 we aired the 
first paid television advertising in 
the history' of the Soviet Union. 
The commercials were hailed as a 
landmark and received worldwide 
attention as a news story. 

Strong business partnerships: 
With aggressive partners, we’re 
positioning ourselves for further 
growth. For example, in Thailand 
our two-year-old joint venture is 
achieving excellent success. Prof¬ 
its have nearly doubled since the 
partnership was established. In 
the United Kingdom volume 
increased by 30%, the result of 
our two-year-old joint venture 
with Brit vie Corona, Ltd. 


Improving 

Margins 


The intensely competitive nature 
of the soft drink industry makes 
it important to be the low- cost 
producer in the marketplace. 
Even small improvements can 
produce dramatic results. In the 
United States alone, a one-cent 
per case reduction in operating 
costs increases our pre-tax profits 
by $4 million annually. 

There are three major 
strategies for improving margins 
in our soft drink business: 

1. Reducing the cost of 
materials. 

2. Lowering operating 
expenses. 

3. Reducing our need for cash. 

Here’s how we stretch in each. 

1. Reducing material costs. 

We’re developing new' ways to 
improve our margins by reducing 


the costs of raw materials. This 
year, for example, w'e’re review¬ 
ing a program to make plastic 
tw'o-liter bottles on the produc¬ 
tion line, w'hich would reduce 
transportation, storage and 
handling costs. If used across our 
entire system, this program has 
the potential to save us more than 
$10 million a year. 

2. Lowering operating costs. 

The acquisitions we’ve made in 
recent years make it possible for 
us to low’er our operating costs. 
By acquiring new' territories 
contiguous to ones we ow r n, we’re 
able to reconfigure our systems. 
For example, in Minneapolis w r e 
consolidated sales routes and 
warehouses and achieved effi¬ 
ciencies of scale in purchasing. 
These and other measures led to 
savings of some 35 cents per case. 

3. Reducing cash needs. 

We’re reducing our need for cash 
by finding new' ways to do more 
with the same number of dollars. 
For example, we’ve w'orked out 
delivery' schedules that allow us 
to keep our 18-wheeler trucks 
going around the clock. By utiliz¬ 
ing these expensive transport 
vehicles better, we’ve reduced the 
need to purchase additional vehi¬ 
cles. In the last tw'o years alone, 
w'e’ve reduced our capital needs 
for these trucks by $10 million. 

Plant and manufacturing 
equipment is an important area 
for reducing cash needs. In 
Indianapolis w r e helped our 
franchisee design a new plant 
that cost several million dollars 
less to build than traditional soft 
drink bottling plants. Its produc¬ 
tivity on a per case basis is better 
than the old plant’s. As a result, 
the Indianapolis bottler is now 


U.S. Soft Drink 
Industry Retail Sales 
Pepsi-Cola Share 



U.S. retail sales of soft drinks 
total a new high of $42 billion. 
With sales totaling $14 billion. 
Pepsi-Cola brands account for 
one-third of this rapidly growing 
market. 


U.S. Soft Drink Consumption 

(Gallons Per Capita) 



U.S. soft drink consumpt ion con¬ 
tinues to climb by more than 4 r i 
each year, and in 19SK reached a 
record of nearly 4H gallons for 
every man, woman and child. 
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Improving Margins: Creating a 
Bottling Plant the New Way 

For 41 years the Pepsi-Cola Bottling Company of Indianap¬ 
olis, an independent bottler, operated out of the same 
downtown facility-a sprawl of six different buildings. While 
business needs were being met, operations were complex 
and expensive. As the plant's management team looked to 
the future, it decided the time was right for a new facility 
with a more strategic approach to building design, equip¬ 
ment layout, material storage and people involvement. The 
snag: the huge amount of capital needed for a project 
this massive. 

Undaunted, the Indianapolis team, with the help of the 
Pepsi-Cola Company Engineering Department, decided to 
try a new approach to plant design. The traditional approach 
in the industry is to start with plans for a food processing 
plant-then eliminate those features not specifically needed 
for soft drink bottling. Instead, the Pepsi-Cola team started 
with a warehouse-and then added only those features 
needed for beverages. Equipment was taken from the 
existing facility, refurbished and reinstalled in the new T 
plant. Employees at all levels were involved in order to 
ensure that the people responsible for operations had a 
major part in the design. 

The result is a less expensive, more efficient plant-one 
where people participate in the decision-making process. 
The new layout includes additional shipping docks so raw r 
materials are delivered on a just-in-time basis, eliminating 
extra handling and storage. Only minimal levels of inventory 
are kept on hand, and finished product is shipped on trucks 
that also serve as mini-w 7 arehouses, reducing the need 
for storage space. The improvements that have been made 
in productivity, safety, quality and service ensure that 
the facility will serve the area’s growing needs for many 
years to come. 

The Indianapolis plant is an excellent example of an inno¬ 
vative approach to plant design and to the power of team¬ 
work. The bottler is now r able to make Pepsi-Cola products 
even more competitively. 

And the results justify the cost: Even including the cost 
of starting up the new plant, the Indianapolis team’s manu¬ 
facturing costs are running at 3% less per case than at the 
old facility. 



Lower manufacturing costs mean the Pepsi-Cola bottler in 
Indianapolis can be even more competitive. 


even more competitive. The story 
of how 7 it w T as done is on this page. 


Investing 

Capital 


The third way we stretch value 
for shareholders is by investing 
in projects that will accelerate 
growth and give us returns that 
exceed our cost of capital. In 1988 
we invested capital to: 

1. Acquire new operations. 

2. Expand our markets. 

Here’s how we stretch. 

1. Acquiring new operations. 

We invested nearly $1.6 billion to 
purchase domestic bottling opera¬ 
tions in 1988. We acquired these 
operations because they offer us 
significant manufacturing and 
distribution efficiencies by consol¬ 
idating systems, as well as the 
opportunity to expand the impact 
of our marketing activities. 

During 1988 we purchased the 
bottling operations of Grand Met¬ 
ropolitan Incorporated, the third 
largest independent bottler of 
Pepsi-Cola products, and 11 
smaller bottling operations. 
Company-owned operations now 
account for approximately 37% of 
Pepsi-Cola U.S. volume. We also 
purchased a 20% interest in 
Pepsi-Cola General Bottlers, and 
in early 1989 we announced plans 
to acquire the bottling operat ions 
of General Cinema Corporation, 
our second largest independent 
bottler. 

2. Expanding markets. 

We’re expanding our global pres¬ 
ence. For example, in China, 
which has a population of more 
than one billion, our joint venture 
opened an additional bottling 
plant. Two concentrate plants are 
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scheduled to open shortly. Our 
first plant was built in 1982, one 
of the fii’st Chinese-American 
joint ventures in that country. 

Our newest market is India, a 
country of800 million people with 
a fast-growing consumer base. 
The government has approved 
our landmark joint venture with 
the State of Punjab and Tata, 
India’s largest industrial conglom¬ 
erate, to establish soft drink 
operations. 

Under the agreement, 
Pepsi-Cola and PepsiCo Foods 
International, our international 
snack foods division, will be part 
of a pioneering venture to estab¬ 
lish state-of-the-art food process¬ 
ing plants, a major export 
program for processed foods and 
a center for agro-research. The 
program will draw upon our 
expertise in these areas and is 
expected to help generate 
long-term economic growth in 
this huge market. 

Management’s 

Analysis 


(Note: The following discussion 
should lie read in conjunction 
with “Business Segments” on 
page 34.) 

1988 vs. 1987 

Worldwide net sales advanced 
17%, reflecting worldwide volume 
increases and the impact of 
domestic acquisit ions. 

Domestic net sales growth 
reflected the acquisitions of 
several franchised bottlers, 
increased concentrate and 
fountain syrup shipments and 
volume gains in company-owned 
bottling operations that were par¬ 
tially offset by greater price dis¬ 
counting. Domestic bottlers’ case 
sales (including company-owned 
and franchised bottlers) increased 
7%, led by significant growrth in 


Diet Pepsi and Mountain Dew 
and by solid gains in brand Pepsi, 
partially offset by declines in 
brand Slice. 

International net sales growth 
reflected strong increases in 
concentrate shipments to key 
markets, aided by the favorable 
translation impact of the weaker 
U.S. dollar. International bot¬ 
tlers’ case sales (including com¬ 
pany-owned and franchised 
bottlers) increased 4%, led by 
growth in Mexico, Europe, the 
Pacific and Canada, partially 
offset by declines in Argentina. 

Worldwide operating profits 
increased 13%. Operating profits 
grew 22% excluding a $9 million 
loss result ing from the sale of a 
winery in Spain and a $15 million 
charge related to the reorganiza¬ 
tion of domestic operations in 
1988 and a $10 million gain result¬ 
ing from the sale of a company- 
owned bottling operation in 
Puerto Rico in 1987. 

Strong domestic operating 
profit growth reflected higher 
volume, favorable product sales 
mix and the impact of bottler 
acquisitions, partially offset by 
increased price discounting in 
bottling operations. 

International operating profits 
increased significantly due to 
operating margin and volume 
improvements and the favorable 
translat ion impact of the weaker 
U.S. dollar. 

The growth in net sales and 
operating profits also reflected 
PepsiCo’s 53-w'eek reporting 
period in 1988, compared to 52 
weeks in 1987. Bottler case sales 
growth presented above is on a 
calendar year basis. 

1987 vs. 1986 

Worldwide net sales increased 
18%-, while operating profits 
improved 20% over 1986. This 
growth reflected the positive 


Diet Soft Drinks 
Share Of Total Market 

(Percent) 



The diet segment now accounts 
for more than one-quarter of the 
total soft drink market. It’s the 
fastest-growing soft drink 
category, growing by a com¬ 
pounded annual rate of 1 \ r 'r over 
the last five years. Diet Pepsi vol¬ 
ume grew almost tw ice as fast as 
the industry during that same 
period. 


Pepsi-Cola System vs. 
U.S. Industry 
Case Sales Growth 

{% Change Indexed at 1983) 



During the last five years 
Pepsi-Cola case sales have grow n 
a total of nearly l.Vr more than 
the industry. 
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impact of acquisitions, including 
MEI Corporation (MEI) and 
Seven-Up International, and 
strong sales and operating profit 
gains in both domestic and inter¬ 
national operations. 

MEI and Seven-Up Inter¬ 
national, which have been inte¬ 
grated into the Pepsi-Cola 
domestic bottling and interna¬ 
tional operations, respectively, 
were acquired mid-year 1986. 
Accordingly, the following dis¬ 
cussion focuses on comparisons 
excluding the estimated impact 
of these acquisitions on the first 
half of 1987. 

Worldwide net sales improved 
11% over 1986. Growth in domes¬ 
tic sales reflected continued 
volume gains in company-owTied 
bottling operations, w'hich bene¬ 
fited significantly from other 
smaller acquisitions, as w r ell as 
growth in concentrate and foun¬ 
tain syrup shipments. Domestic 
bottlers’ case sales (including 
company-owned and franchised 
bottlers) increased by 6%' in 
1987, reflecting solid gains in 
brand Pepsi, Diet Pepsi and 
Mountain Dew r . 

Intemational net sales growth 
was exceptional primarily as a 
result of increased concentrate 
shipments, particularly to 


Venezuela, Northern Europe and 
Canada, and the favorable 
translation impact of the weaker 
U.S. dollar. International bot¬ 
tlers’ case sales (including com- 
pany-ow r tied and franchised 
bottlers) increased 7% in 1987, 
led by Brazil, the Philippines 
and Canada. 

Worldwide ojjerating profits 
advanced 11% in 1987. Operating 
profits increased 15% excluding 
the $10 million gain from the 
sale of a company-owned bottling 
operation in Puerto Rico in 1987 
and a $19 million gain in 1986 
due to collection of a receivable 
written off in 1978. This per¬ 
formance reflected strong 
domestic operating profit growth 
resulting from acquisitions of 
smaller bottlers, concentrate 
volume increases, particularly in 
Pepsi brands, and reduced pen¬ 
sion expense resulting from the 
required adoption of new pension 
accounting roles. (See Note to 
Consolidated Financial State¬ 
ments on page 47.) 

Intemational operating profits 
rose significantly in 1987, pri¬ 
marily reflecting strong volume 
grow-th and improved operating 
margins, partially offset by 
increased promotional spending. 


U.S. Soft Drink Industry 
Product Segments 



Pepsi-Cola’s growing |>ort folio of 
brands includes strong products 
in every market segment. Brand 
Pepsi is our largest-selling brand, 
and Diet Pepsi is growing at 
double-digit rates. Our flavors 
include Mountain Dew (the 
seventh largest soft drink), new 
I^rnon Lime Slice and Mandarin 
Orange Slice (the largest-selling 
orange soft drink). 


U.S. Soft Drink Industry 
Distribution Channels 



Pepsi-Cola is expanding its pres¬ 
ence in every soft drink distribu¬ 
tion channel. We have the 
leading brand in supermarkets. 
We've achieved a double-digit 
compounded grow th rate in the 
fountain segment over the last 
five years, and we're rapidly 
increasing the number of vending 
machines. 


Largest Brand In Top-Selling 
Categories In Major Supermarkets 

(Sales in $ Millions) 



Folgers/Coffee 

Frito-Lay Dontos/Snack Foods 
T ide/Detergent 

Ocean Spray Cranberry/Shelf Juices 
Quaker Oats/Cereals 
Swanson Dinners/Frozen Foods 
Heinz Ketchup/Condiments 
Nine Lives/Pet Food 



Oreo/Cookies 

500 


1000 


1500 


Pepsi/Soft Drinks 


2000 


Brand Pepsi is the leading soft drink in supermarkets, the largest soft drink 
distribution channel. Brand Pepsi far outsells the leading brands of all other 
products, in all other supermarket categories. 
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Frito-Lay 

PepsiCo Foods International 

Sales 

$3,514 billion 

Growth over 1987 

+ 10% 

Operating Profits 

$636 million 

Growth over 1987 

+ 16% 

U.S. Market at Retail 

$32 billion 

Frito-Lay Share 

Frito-Lay is the leader in the snack chips 

$4.1 billion 

segment of the U.S. market. 

U.S. Grocery Products Growth 

+ 5.0% 

Frito-Lay Growth +5.4% 

Frito-Lav continues strong sales growth. 


Operating Highlights 


• U.S. sales of our major brands grow at 5.7%, sparked by the 
success of several new flavor varieties. 

• New low-oil snacks are introduced to appeal to an entirely new 
market segment of snackers. Doritos brand tortilla chips leads 
the way, with other varieties to follow 7 . 

• Sales growth accelerated by regional products and promotions. 

• Productivity improvements save more than $50 million. 
Manufacturing costs on a per pound basis kept flat. 

• International snack food operations generate strong volume 
growth of 15%, some three times faster than industry growth. 

• A major new 7 partnership with Hostess Foods in Canada offers 
significantly broader distribution opportunities in the world’s 
fourth largest snack food market. 

• We’re successfully growing our 1987 acquisitions of Tasty 
Foods-the market leader in Greece, of Laprovar in Portugal 
and our joint venture with Tong Yang in Korea. 

'Sales benefited from an additional week’s results. 


S nack foods operating 
profits were up 16% on 
a 10% sales increase. 
Capital spending 
totaled $173 million. 

Industry 

Perspective 

The large and fast-growing U.S. 
snack chips market has retail 
sales of more than $7.5 billion and 
an annual per capita consumption 
of about 12.6 pounds. This con¬ 
sumption rate of products-such 
as potato, corn and tortilla chips, 
cheese puffs and pretzels-is high, 
but still less than four ounces per 
person each week. There’s plenty 
of room for further growth. 

In the United States, Frito-Lay 
accounts for about half of all 
snack chips sales and about 
one-eighth of all snack food sales. 
While estimated dollar sales of 
the average U.S. grocery product 
have grown at a five-year 
compounded annual rate of 4.5%, 
Frito-Lay sales have grown at a 
compounded rate of 5.8%— nearly 
30% faster. In fact, Frito-Lay’s 
six major brands-Doritos brand 
tortilla chips, Fritos brand com 
chips, Ruffles and Lay’s brands 
potato chips, Tostitos brand tor¬ 
tilla chips and Chee*tos brand 
cheese flavored snacks-are 
among the top 10 snack items 
sold throughout the United 
States. Each of these brands sells 
w-ell over $100 million at retail. 

In international markets snack 
chips retail sales are about $9 bil¬ 
lion. Consumption is only a small 
percentage of the U.S. rate- 
less than one pound per person 
annually-but it’s growing by 
about 4% a year. That strongly 
suggests big per capita growth 
opportunities as new consumers 
are introduced to our products. 

















As the world’s largest domestic 
and multinational snack chips 
producer, we have the technology, 
marketing skill and financial 
resources to take advantage of 
this worldwide industry growth. 
The PepsiCo Foods International 
(PFI) system has snack food 
operations in 18 countries and 
accounts for about 28% of total 
sales in our markets. 

When it comes to our three key 
value drivers, here’s how we’re 
stretching for shareholders. 


Increasing 

Sales 


During 1988 three specific strate¬ 
gies generated significant sales 
increases in our snack food 
business: 

1. We introduced new products 
targeted at separate market 
segments: frequent snackers and 
light snackers. 

2. We used our operating sys¬ 
tems to grow sales through 
improved distribution. 

3. We continued to expand 
internationally by introducing 
proven products and operating 
systems into new markets. 

Here’s a look at each of these 
strategies. 

1. We segmented the market 
with new products targeted at 
frequent snackers and light 
snackers. 

Frequent snackers: The one-third 
of consumers w'ho are the 
heaviest snackers buy about 
three-fourths of all snack chips. 
We target these frequent 
snackers through line extensions - 
delicious new’ varieties of our 
major brands. A prime example 


is Cool Ranch flavored Doritos 
brand tortilla chips, a delicious 
taste alternative to traditional 
Doritos brand tortilla chips intro¬ 
duced in 1986. This single flavor 
now generates retail sales of $270 
million a year-up nearly 30% in 
just one year. 

Major 1988 product entries 
include Italian Cheese flavored 
Lay’s brand potato chips and 
Salsa Rio flavored Doritos brand 
tortilla chips. Both are generating 
excellent sales. We’re now 
introducing Fritos brand com 
chips with Wild n’ Mild ranch sea¬ 
soning, and there are several 
other new products under 
development. 

Our line extensions succeed 
because they combine a new taste 
with a trusted name. And they 
generate significant incremental 
profits for Frito-Lay because 
they’re less costly to produce and 
introduce. 

Medium to light snackers 
represent the remaining two- 
thirds of consumers and they 
account for about one-quarter of 
snack chips purchases. For these 
consumers, who may be limiting 
their consumption, w T e’ve taken 
several initiatives to address them 
concerns. We’ve provided nutri¬ 
tional labels, produced no-salt 
added potato chips, eliminated 
tropical oils from our snack chips 
and included a statement 
assuring them our products have 
no cholesterol. 

A major 1989 initiative is the 
introduction of Nacho Cheese and 
Cool Ranch flavored Doritos 
Light brand tortilla chips, low r -oil 
versions of our top-selling Doritos 
brand. They have one-third less 
oil than regular chips. Low-oil 
versions of Chee»tos brand cheese 
flavored snacks and Ruffles brand 
potato chips also are being tested. 


Snack Foods 
Net Sales 

% Of Total Net Sales 

($ In Millions} 



Snack Foods 
Operating Profits 
% Of Total Segments 
Operating Profits 

($ In Millions) 



84 85 86 87 88 


Snack Foods 
Capital Spending 

% Of Total Segments 
Capital Spending 

($ In Millions) 



84 85 86 87 88 

















The Power of 
Our Products: 

Frito-Lay products are among the 
best-known in the world. Here are 
the estimated 1988 worldwide 
retail sales of our top brands. 


Dbritds 


$1 BILLION 


Ruffle* 

$800 MILLION 



$400 MILLION 


TostTlos 

$200 MILLION 


2. Our operating systems 
produced sales growth through 
improved distribution. 

It’s well known that Frito-Lay 
has a large and powerful manufac¬ 
turing and distribution system - 
40 plants. 1,600 distribution cen¬ 
ters and a route sales team of 
10,000 men and women. 

What’s not as well known is 
how Frito-Lay uses this system to 
build sales. For example, our 
route sales team both delivers 
Frito-Lay products to the store 
and stocks them on the shelves. 
This means our products are less 
expensive for supermarkets to 
handle than most other items. 
This makes Frito-Lay brands 
some of the most profitable prod¬ 
ucts for the supermarket and 
helps secure scarce shelf space. 
An important consumer benefit 
of this system is that u f e can guar¬ 
antee freshness and quality. 

Another benefit is that 
supermarkets rarely run out of 
our products. That’s because our 
sales team is there to restock the 
shelves, sometimes two or three 
times on a busy weekend. And 
when we introduce a new' 
product, w'e can get it on the 
shelves quickly and create special 
displays to build customer 
interest. For example, Frito-Lay’s 
new' Chunky Salsa dip is placed 
on a sjjecial rack light next to the 
products it complements. 

3. International expansion is 
aided by introducing proven 
products and operating systems 
into new markets. 

Our U.S. experience gives us a 
significant advantage in inter¬ 
national markets. We use our 
proven products, and manufac¬ 
turing and distribution systems 
to expand into new’ markets and 


build sales worldwide. Our inter¬ 
national system now' includes 
almost 16,000 employees, 8,000 
routes and 31 plants. Through it 
we market about 100 brands and 
continue to expand our global 
brands and new' items into 
additional countries. 

This year in Korea w'e intro¬ 
duced C’hee*tos brand cheese 
flavored snacks. Based ujxjn very 
successful Korean test market 
results, w'e’ll soon introduce 
potato chips in the style of Lay’s 
brand. In Mexico, our largest 
international market, we’ve 
achieved success with sw'eet 
snacks. For more on how we grev 
sales in Mexico, see page 20. 

Since our success begins with 
raw materials, we are investing in 
international agricultural pro¬ 
grams to ensure consistently high 
product quality. For example, in 
1988 we began programs in Korea 
and Taiwan to develop potato sup¬ 
plies that for the first time will let 
us produce high quality potato 
chips for the local markets on a 
year-round basis. 


Improving 

Margins 


There are three major strategies 
w'e use to improve margins in the 
snack foods business: 

1. We concentrate on those 
products and markets that are 
the most profitable for us. 

2. We hold down manufacturing 
costs by improving productivity. 

3. We take advantage of grow¬ 
ing efficiencies in international 
markets. 

Here’s how each of these strat¬ 
egies helps us stretch for our 
shareholders. 

l.We target those products and 
markets that are the most 
profitable. 






To generate the highest profits 
from each sale, Frito-Lay does 
two things: 

• Emphasizes the most profitable 
products. 

• Targets pockets of opportunity. 

We emphasize our most profit¬ 
able products by promoting our 
proprietary' brands, such as 
Doritos brand tortilla chips and 
Fritos brand corn chips. These 
products have unparalleled 
consumer acceptance so our 
advertising and marketing expen¬ 
ditures generate the most sales 
dollars. 

We target pockets of opportu¬ 
nity on both a product and distri¬ 
bution basis. For example, we’ve 
introduced regional products, 
such as Lay’s brand Crunch 
Tutors potato chips in the South¬ 
west. These are crunchier potato 
chips, and they’re offered in sev¬ 
eral flavors such as Mighty 
Mesquite and Hoppin’Jalapeno. 

In our channels of distribution, 
we’re focusing more on selling our 
products through vending 
machines and food service opera¬ 
tions since sales there don’t need 
as much service and support as in 
supermarkets. Our sales in these 
channels have grown more than 
40 % in just the last four years. 

2. We hold down manufacturing 
costs by improving productivity. 

Every one cent Frito-Lay saves 
in manufacturing and selling a 
pound of product generates an 
additional $13 million in pre-tax 
profits. With an incentive that 
huge, we’ve focused closely on 
controlling the cost of making and 
selling our products. 'While costs 
have gradually escalated, the 
amount it costs for Frito-Lay to 
make a pound of snack food has 
stayed virtually flat over the past 
seven years. 


The results of Frito-Lay’s 
continuing emphasis on produc¬ 
tivity improvements have been 
dramatic-savings totaling nearly 
$240 million in the last eight 
years. The savings in 1988 alone 
were more than $50 million. 

Most of Frito-Lay’s productiv¬ 
ity improvements have been sug¬ 
gested by employees. One idea 
that cost nothing and was 
implemented immediately saves 
Frito-Lay merchandisers any¬ 
where from 15 minutes to an hour 
a day. The idea, called the Plan-O- 
Gram, standardizes how trucks 
are stocked. It reduces loading 
time and improves track 
utilization. 

Other programs involve 
complex state-of-the-art technol¬ 
ogy. For example, Frito-Lay is 
installing optical inspection 
systems that continuously check 
product quality and automatically 
remove any chips that are less 
than the highest quality. 

3. We take advantage of 
growing efficiencies in interna¬ 
tional markets. 

Our international snack food mar¬ 
kets offer opportunities for 
unique economies of scale. For 
example, we used the basic 
Ruffles brand potato chip adver¬ 
tising in eight countries, saving 
$300,000 in ad production costs. 


Investing 

Capital 


A third way we stretch value for 
our shareholders is by efficiently 
investing capital to improve our 
systems and expand our 
operations. In 1988 the major 
ways we invested capital were: 

1. Building new plants and 
improving existing facilities. 


U.S. Snack Food 
Industry Retail Sales 
Frito-Lay Share 



U.S. sales of snack foods total 
$32 billion. Frito-Lay’s share of 
this market is more than $4 
billion, one-eighth of the total 
market. 


U.S. Snack Chips Consumption 

(Lbs. Per Capita) 
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U.S. per capita consumption of 
snack chips is at an all-time 
high, some 12.H pounds per 
person- and it’s continuing to 
grow at a steady rate. 









Driving Sales: Stimulating 
Growth in Mexico Despite 
Economic Uncertainty 

Mexico is our largest international snack food market. 

But when Mexico entered the 1980s, it suffered a severe 
economic crisis. In the midst of hyperinflation and an accom¬ 
panying recession, the government placed severe restric¬ 
tions on consumer product promotions and the use of 
advertising. The question faced by Sabritas, the PepsiCo 
Foods International company in Mexico, was how to grow 
sales under those unfavorable economic conditions. 

The Sabritas team acted quickly. First Sabritas broad¬ 
ened its product line to include new lower-priced sweet 
snacks such as hard candy and gum, as well as a variety of 
smaller snack packages. 

Second, Sabritas sought innovative ways to remind con¬ 
sumers of its products and to associate them with quality. 
Since promotions were restricted, Sabritas created and 
sponsored programs such as “Play Cleanly/' an environmen¬ 
tal educational program. The program was so successful in 
encouraging Mexican citizens to protect their country's envi¬ 
ronment that the Mexican government encouraged Sabritas 
to continue its efforts. Additional educational programs 
focused on “Mexican Heroes" and “Flags of the World." 

The government and citizens weren't the only ones 
pleased with the outcome. In addition to reinforcing 
Sabritas’ role as a responsible corporate citizen, the 
programs have kept the Sabritas name in the public eye. 

Results: Unlike most companies in Mexico, Sabritas' 
snack chips volume has grown steadily during the economic 
crisis and reached a new high in 1988. 



Educational programs such as “Play Cleanly” (“Juego Limpio”) 
have helped Sabritas generate higher snack food sales in Mexico. 


2. Expanding our markets 
through acquisit ions and new 
partnerships. 

1. We invested in new plants and 
developed innovative ways to 
add capacity to existing 
facilities. 

Our newest Frito-Lay plant 
started production in early 1988. 
Located in Perry, Ga., it’s among 
the world’s most technologically 
advanced snack food manufactur¬ 
ing facilities. The new plant han¬ 
dles a full line of corn and potato 
snack food products. This means 
that in peak periods the Perry 
plant can supplement production 
of other Frito-Lay plants around 
the country. 

We also improved our existing 
systems by adding capacity to 
plants and warehouse facilities, 
including some very innovative 
approaches. For example, we’ve 
begun to use automated storage 
and retrieval equipment to stack 
cartons where people can’t nor¬ 
mally reach. This increases the 
amount of finished product that 
can be stored in our warehouses. 

2. We expanded our markets 
through acquisitions and new 
partnerships. 

We’re expanding throughout the 
world. Here are some recent 
initiatives: 

In Canada, the world’s fourth 
largest snack food market, our 
partnership with Hostess Foods 
will increase our distribution as 
well as reduce costs through sys¬ 
tem consolidations. 

Our newest snack food market: 
are Italy, India and Turkey. Early 
entry into such less developed 
markets gives us the opportunity 
to gain a strong initial position. 

In the United States, we’ve 


purchased Smart foods, Inc., a 
very successful marketer of 
white cheddar cheese-flavored 
popcorn. This acquisition gives us 
the opportunity to distribute a 
new brand. 


Management’s 

Analysis 


(Note: The following discussion 
should be read in conjunction 
with “Business Segments” on 
page 34.) 

1988 vs. 1987 

Worldwide net sales rose 10%, 
reflecting continued volume 
growth in both domestic and 
international markets and foreign 
pricing in line with inflation. 

Frito-Lay’s total pound ship¬ 
ments advanced 3%, led by in¬ 
creases in Santitas and Doritos 
brand tortilla chips, Lay’s brand 
potato chips and Chee*tos brand 
cheese flavored snacks. PepsiCo 
Foods International’s snack chips 
pound growth was 15%, led by 
exceptional growth in Mexico and 
Spain, partially offset by declines 
in Brazil. 

Worldwide operating profits 
increased 16%. Excluding a $13 
million credit in 1987 primarily 
reflecting a $10 million gain on 
the sale of a domestic cookie 
production facility, worldwide 
operating profits increased 19%. 
This performance reflected oper¬ 
ating margin improvements both 
domestically and internationally, 
with double-digit profit growth 
at Frito-Lay and an even stronger 
double-digit surge in inter¬ 
national profits. Flito-Lay’s 
operating profit improvement 
resulted from volume increases, 
manufacturing productivity gains 
and favorable expense trends. 
International operating profit 


growth reflected the significant 
volume increases, the impact of 
pricing actions and improved 
productivity. 

Late in the fourth quarter of 
1988, PepsiCo acquired a 50% 
interest in a joint venture for the 
production and distribution of 
snack foods in Canada. PepsiCo’s 
investment of $78 million in the 
unconsolidated joint venture 
consisted of cash and its pre¬ 
viously consolidated Canadian 
snack foods operations. The con¬ 
solidated operating results of 
PepsiCo’s Canadian operations 
were not significant in 1988 
or 1987. 

The growth in net sales and 
operating profits also reflected 
PepsiCo’s 53-w'eek reporting 
period in 1988, compared to 52 
w-eeks in 1987. Pound growth pre¬ 
sented above has been adjusted 
to a comparable period basis. 

1987 vs. 1986 

Worldwide net sales rose 6%, 
reflecting solid volume gains both 
domestically and internationally. 
The adverse translation impact of 
weakening currencies in Mexico 
and Brazil on international net 
sales was offset by piicing actions 
in these countries. 

Frito-Lay’s total pound ship¬ 
ments, excluding discontinued 
products, advanced 5%, led 
primarily by line extensions of 
Doritos brand tort illa chips and 
Ruffles brand potato chips. 
PepsiCo Foods International’s 
snack chips unit volume advanced 
4%, led by strong gains in Brazil, 
Spain and Puerto Rico. 

Worldwide operating profits 
advanced 60%, reflecting excep¬ 
tionally strong performances both 
domestically and internationally. 
The significant increase also 
reflected a $52 million charge 
recorded by Frito-Lay in 1986 for 


U.S. Snack Chips 
Industry Retail Sales 
Frito-Lay Share 
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Frito-Lay is the world’s largest 
producer of snack chips. In the 
$7.5 billion U.S. snack chips seg¬ 
ment, Frito-Lay accounts for 
about half of all sales. 


Frito-Lay Retail Sales vs. 
All Grocery Products 

(% Increase Indexed At 1983) 



* 1988 sales benefited from an additional 
week’s results 

Over the last five years, retail 
sales of Frito-Lay products have 
grown some l(Fr more than 
retail sales of the average of all 
grocery products. 









the discontinuance of certain 
non-chip snack products and a 
reduction of cookie production 
capacity, and the $13 million 
favorable adjustment to the 1986 
charge recorded in 1987. Exclud¬ 
ing these items, worldwide oper¬ 
ating profits increased 36%. 

Frito-Lay’s impressive operat¬ 
ing profit improvement also 
reflected strong growth in core 
brand snack chips volume and 
related productivity gains, lower 
ingredient costs and reduced 
pension expense resulting from 
the required adoption of new 


pension accounting rules. (See 
Note to Consolidated Financial 
Statements on page 47.) In 
addition, 1986 operating profits 
were depressed by expenses 
associated with the introduction 
of new non-chip snack products, 
which were subsequently 
discontinued. 

Internationally, operating 
profits rose significantly, re¬ 
flecting volume growth in Spain, 
improved operating margins in 
Canada, Spain and Puerto Rico 
and small acquisitions. 


Top-Selling Snack Chips Brands 
In Major Supermarkets 

(Sales In S Millions) 


| Fritos Corn Chips 
Ruffles Potato Chips 


| Lay s Potato Chips 
Pringle's Potato Chips 
Tostitos Tortilla Chips 
Chee*tos Cheese Flavored Snacks 
Wise Potato Chips 
g Tato Skins Snack Chips 
■ Planters Puffed Cheese Snacks 
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Doritos Tortilla Chips 


600 


Six of Fri to-Lay’s brands are among the 10 best-selling snack chips brands in U.S. 
supermarkets. No other company has more than one brand in the top 10. 
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Kentucky Fried Chicken 

Pizza Hut, Taco Bell 

PepsiCo Food Service International 


Sales 

$4,855 billion 

Grow th over 1987 

+ 16% 

Operating Profits 

$386 million 

Growth over 1987 

+10% 


U.S. Market at Retail $60 billion 

PepsiCo System Share $7.3 billion 

Kentucky Fried Chicken. Pizza Hut and 
Tacti Hell systems are the leaders in their quick service restaurant categories. 

U.S. Industry Growth + 8. 1% 

PepsiCo System Growth + 9.0% 

Sales in PepsiCo’s restaurant system are 
among the strongest in the quick sendee restaurant industry. 

Operating Highlights 

• PepsiCo’s restaurant system, the largest in the world, reaches 
17,35)3 units and continues to grow by about two restaurants 
a day. 

• KFC expands its consumer base with lunchtime products. 

• KFC International will open a second restaurant in China and 
announces plans to build more units in this huge market . 

• Pizza Hut reaches a new T segment of consumers with its intro¬ 
duction of Hand-Tossed Traditional Pizza. 

• Pizza Hut expands delivery and carry-out, the fastest-growing 
market segments. 

• Pizza Hut is expanding international operations to nine new 7 
countries. 

• Sales at Taco Bell surge with the introduction of a new’ menu 
that emphasizes consumer value, featuring a low r -priced taco. 

• Sales at company-owed restaurants benefited from an additional 
week’s results. 


R estaurant revenues 

climbed 16%, and oper- 
at ing profits w T ere up 
10%. Capital spending 
totaled $344 million. 

Industry 

Perspective 


The U.S. quick service restaurant 
industry reached sales of $60 bil¬ 
lion in 1988. It continues to grow 
at about 8 %, with no end to 
growth in sight. One out of every 
three meals Americans eat is now 
prepared aw'ay from home. 

Internationally, the quick ser¬ 
vice market is underdeveloped. In 
major international markets, the 
segment is growing at a rate 
almost double that of the U.S. 
industry. The market is much like 
that of the United States in the 
1960s and 1970s-a period of 
growing customer acceptance, 
changing demographics and rapid 
growth into new 7 geographic 
regions. 

With the world’s largest res¬ 
taurant system-17,353 units- 
PepsiCo is in an excellent position 
to take advantage of this increas¬ 
ing worldwide interest in quick 
service eating. 

In the United States, 

Kentucky Fried Chicken (KFC), 
Pizza Hut and Taco Bell restau¬ 
rants hold leading positions in 
their segments of the quick 
service industry. Together they 
accounted for $7.3 billion in 
system sales and grew' at 9%. 

Over the past five years, the 
PepsiCo system’s restaurant 
sales have grown at a com¬ 
pounded amiual rate about 30% 
higher than the quick service 
industry. This more rapid growth 
reflects the fact that our cate¬ 
gories-chicken, pizza and Mexi¬ 
can food-are among the largest 
and fastest-growing segments of 



















the U.S. quick service restaurant 
industry. 

In international markets we’re 
well-positioned to take advantage 
of the growth potential. In fact, 
through KFC International and 
PepsiCo Food Sendee Interna¬ 
tional (PFSI)-which handles the 
international operations of 
Pizza Hut and Taco Bell-PepsiCo 
was among the first to enter the 
international quick service seg¬ 
ment. Currently, KFC, Pizza Hut 
and Taco Bell account for $2.7 bil¬ 
lion in international system sales. 

Here’s a look at each of our 
divisions: 

KFC is the world’s largest 
quick service chicken restaurant 
system. In the $6.2 billion U.S. 
segment, KFC has system sales 
of just under $2.9 billion, about 
46% of the market. 

Outside the United States, 
KFC is the only major chicken 
restaurant chain. Restaurants are 
located in 57 countries and have 
system sales of more than $2.1 
billion, bringing KFC’s worldwide 
sales to $5 billion. 

Pizza Hut is the leading pizza 
restaurant chain in the world. In 
the United States, the Pizza Hut 
system has sales of $2.8 billion, 
more than 20% of the $13.5 billion 
U.S. pizza category. Internation¬ 
ally there are Pizza Hut restau¬ 
rants in 50 markets, and 
Pizza Hut is the share leader 
among pizza chain restaurants in 
45. Plans to build Pizza Hut 
restaurants in several new coun¬ 
tries, including two restaurants in 
the U.S.S.R., are underway. 

Taco Bell is the leading chain in 
the U.S. quick service Mexican 
category. Its system sales of $1.6 
billion are more than half of the 
$2.8 billion category. With 52 
Taco Bell restaurants in six 
international markets. Taco Bell 
is among the first to develop the 


Mexican quick service segment 
worldwide. 

When it comes to our three 
value drivers, here’s how we’re 
stretching for shareholders. 


Increasing 

Sales 


We relied upon four specific 
strategies to generate increased 
sales in 1988: 

1. Introducing new products to 
stimulate consumer interest. 

2. Expanding the times of day 
customers visit our restaurants 
by offering new' menu choices. 

3. Increasing the distribution 
channels for our products. 

4. Introducing value-oriented 
menus to increase volumes. 

Here’s how 7 these strategies 
produced record results. 

1. Introducing new products to 
stimulate new consumer 
interest. 

At each of our divisions, w 7 e place 
a heavy emphasis on new prod¬ 
ucts. That’s the fastest w T ay to 
stimulate consumer interest. 

Pizza Hut introduced Hand- 
Tossed Traditional Pizza, a new 
pizza for consumers w r ho want a 
medium crust-thinner than 
Pizza Hut’s best-selling Pan Pizza 
but thicker than Thin ’n Crispy. 
Hand-Tossed Traditional Pizza 
was introduced at mid-year and 
now 7 accounts for about 20% of 
Pizza Hut’s total pizza sales. 

At KFC we’re testing menus 
that include nonfried foods. For 
example, KFC has a new grilled 
chicken that’s attracting new 
consumers. 

Taco Bell is following last year’s 
successful launch of Steak Fajitas 
with Chicken Fajitas, and at mid¬ 
year Taco Bell also introduced 
Meximelt, a tortilla with melted 


Restaurants 
Net Sales 



Restaurants 
Operating Profits 

% Of Total Segments 
Operating Profits 

{$ In Millions) 



Restaurants 
Capital Spending 

% Of Total Segments 
Capital Spending 


($ In Millions) 

381 371 




















The Power of 
Our Products: 

PepsiCo restaurant systems sell 
some of the best-known food prod¬ 
ucts in the world. Here are the 
estimated 1988 sales of each 
system’s principal product. 



Kentucky 

Fried 

Chicken 


ORIGINAL RECIPE 
$2.7 BILLION 



PAN PIZZA 
$1.5 BILLION 



TACO 

'BELL 


TACO 

$500 MILLION 


cheese. Both products increased 
per store sales during the intro¬ 
ductory periods and are expected 
to continue to attract customers. 
Chicken Fajitas has the added 
benefit of attracting new con¬ 
sumers who prefer chicken meals. 

2. Offering new menu items 
that expand the times custom¬ 
ers visit our restaurants. 

We’re successfully stretching the 
clock by expanding time periods 
when customers visit our restau¬ 
rants. In the early 1980s 
Pizza Hut introduced the five- 
minute Personal Pan Pizza for 
lunch, and it proved to be a major 
success. KFC has adopted the 
same approach by developing a 
menu that encourages consumers 
to come in for lunch and daytime 
snacks. 

It started in 1987 when KFC 
introduced Chicken Littles sand¬ 
wiches. Along with shoestring 
french fries and a soft drink, 
Chicken Littles sandwiches make 
an excellent lunch or snack. More 
consumers are now visiting KFC 
for meals other than dinner, and 
many of them are new' customers. 
To continue to grow our non¬ 
dinner business, we’re developing 
other products, including a chicken 
filet burger for customers who 
want a full-sized sandwich. 

3. Increasing the distribution of 
our products. 

Each of our systems is developing 
new' and more convenient w r ays to 
offer our products to a broader 
range of consumers. These include: 

• Delivery. 

• Special units in shopping malls 
and other high traffic areas. 

• Adapting our concepts inter¬ 
nationally. 

Here’s how broader distribu¬ 


tion drives sales. 

Delivery is among the most 
important business building 
developments in restaurants in 
the last decade. Within the 
PepsiCo restaurant systems, 
Pizza Hut led the way when it 
tested home delivery of pizza in 
1984. After wrestling with the 
concept for a few years and 
changing it to better meet con¬ 
sumer demands, delivery has 
taken off since mid-1987. Our 
delivery sales are now' growing at 
double-digit rates and are a major 
part of Pizza Hut’s sales growth. 
To follow up on this success, 
we’re now testing home delivery 
at KFC. 

Shopping malls and other 
high-traffic areas: KFC, 

Pizza Hut and Taco Bell are open¬ 
ing units in shopping malls and in 
food courts. In particularly busy 
high-traffic areas, such as malls, 
we’ve opened Pizza Hut Express 
units where customers can pur¬ 
chase a Personal Pan Pizza in sec¬ 
onds. In tw'o locations we’ve 
placed our three restaurant sys¬ 
tems together in one unit. In 
addition to sharing kitchens and 
achieving operating efficiencies, 
the three chains attract more con¬ 
sumers by offering a broader 
menu choice. 

Pizza Hut is also working with 
Marriott Corp., the largest con¬ 
tract food-service operation, to 
open portable pizzerias inside 
hospitals, universities, airports 
and other locations where con¬ 
tract food service is offered. 

Adapting our concepts inter¬ 
nationally: In international 
markets w'e’re adapting the distri¬ 
bution of our product s to the local 
market. For example, pizza by 
the slice is popular in Europe, 
self-service is growing sales in 
Venezuela, units offering only 
carry-out pizza are popular in the 


Middle East and we’re offering 
Pizza Hut pizza in British pubs. 

4. Introducing value-oriented 
menus to increase volumes. 

A restaurant’s success depends 
upon customers knowing they’re 
getting real value for their food 
dollars, and each of our restau¬ 
rants is focusing on increasing 
consumer value. 

Pizza Hut's “Paii*s” program 
offers two pizzas for one low 
price. This promotion reflects the 
very successful strategy used in 
our soft drinks and snack foods 
businesses of offering larger 
package sizes. We’re encouraging 
consumers to purchase more 
pizza per occasion. The “Pair’s” 
program is very attractive to 
carry-out and delivery customers. 
And the increased volumes pro¬ 
vide economies of scale, resulting 
in higher profits. 

One of the most important 
growth initiatives by Taco Bell 
was the introduction of a new 
value-oriented menu. Taco Bell 
now offers a low-priced taco that 
can be eaten either as a main or 
side dish. This new marketing 
strategy is designed to reposition 
Taco Bell as the low-cost, high- 
value quick service restaurant 
choice. This strategy was intro¬ 
duced late in the year and has led 
to double-digit sales growth for 
four consecutive months. 


Improving 

Margins 


In 1988 there were three key 
strategies for improving margins 
in our restaurant business: 

1. We used our total system to 
take advantage of savings on pur¬ 
chasing and supply costs. 

2. We focused on technology as 
another way to lower costs. 


3. We developed labor manage¬ 
ment systems that reduce costs 
while improving service. 

These strategies helped pro¬ 
duce a 10% increase in operating 
profits. Here’s how. 

1. Our total system enabled us 
to take advantage of cost savings. 

We’re achieving significant sav¬ 
ings on purchasing and supply 
costs. In 1988 we continued to 
consolidate the separate opera¬ 
tions that supply food and equip¬ 
ment to Pizza Hut and Taco Bell 
restaurants. In the combined 
system, trucks no longer stop at 
a Pizza Hut, pass a Taco Bell and 
then stop at another Pizza Hut. 
Instead, the same trucks supply 
both systems, traveling fewer 
miles to cover the same number 
of restaurants. Consolidated 
operations now cover three- 
fourths of the system, and consoli¬ 
dation will be completed by 1991. 

In our international markets, 
w r e’re achieving economies of scale 
as we grow. For example, in 
Canada where there are now 145 
Pizza Hut restaurants, bulk pur¬ 
chasing of meat, cheese and other 
products from local sources 
reduced food costs by nearly 3%. 

2. Technology helps to lower 
costs. 

Each of our restaurant systems is 
focusing on technology as another 
important w r ay to lower costs. 

For example, at KFC computer- 
controlled fryers are being 
installed throughout the system. 
The new fryers use less cooking 
oil than traditional units, saving 
money on both ingredients and 
labor. In addition, cooking tem¬ 
peratures can be regulated bet¬ 
ter, so product quality improves 
and there’s much less w r aste. 


U.S. Quick Service Restaurant 
Industry Retail Sales 
PepsiCo Share 



PepsiCo’s U.S. restaurant 
systems account for sales of 
$7.3 billion, about one- 
eighth of the total quick 
service industry. 


U.S. Quick Service 
Restaurant Sales 

($ In Billions) 
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U.S. quick service restau¬ 
rant sales reached a record 
$60 billion in 1988 and 
are continuing to climb as 
Americans eat more meals 
prepared away from home. 








Investing Capital: Delivery 
Success Funds the Future 


Delivery is the fastest-growing segment of the pizza market, 
posting a 16% sales gain in 1988 alone. Pizza Hut entered 
the delivery business in 1984 with the goal of growing sales 
rapidly. But every dollar invested in delivery had to gen¬ 
erate a return higher than it would if invested elsewhere. 
Delivery had to be the most profitable investment Pizza Hut 
could make. 

Pizza Hut's original concept was based on a central order¬ 
taking facility, supported by a network of delivery-only 
preparation units. 

Over the next few years delivery did well in several mar¬ 
kets, but financial results weren’t meeting Pizza Hut's 
expectations. So w T e rethought delivery and made several 
key changes. For example, we added carry-out to our deliv¬ 
ery units and made the units more visible, so consumers 
could see w r e were close enough for fast home delivery and 
convenient for carry-out. In some markets w r e decided to 
also offer delivery from our traditional dine-in restaurants. 
Delivery even changed our menu. We developed our new 
Hand-Tossed Traditional Pizza to respond to customers w r ho 
asked for a “regular” pizza. 

This new approach paid off. Delivery reached profitabil¬ 
ity in late 1987, and returns have now r reached excellent lev¬ 
els. Today, each dollar invested in a delivery unit generates 
more than three times as many sales dollars as a dollar 
invested in a traditional unit. In fact, in 1988 delivery 
accounted for more than one-quarter of Pizza Hut’s total 
sales growth and half 
its profit growth at 
the store level. And 
adding delivery capa¬ 
bility to an existing 
restaurant generates 
growth of almost 
20%’ per restaurant. 

Result: Pizza Hut 
Delivery is generating 
strong sales growth. 

In fact, if we had never 
entered the delivery 
market, w r e would have 
had to spend about 
$200 million in capital 
to get the same sales 
growth through our 

traditional restaurant !> e,iverv now f cou f n ‘? {or ™°* 

development. total sales growth. 



3. Labor management systems 
reduce costs while improving 
service. 

As in any food service business, 
scheduling of employees is one of 
the most critical aspects of our 
operations. Pizza Hut is testing a 
computerized labor management 
system that will reduce labor 
costs as w’ell as improve customer 
service. 

Managers carefully track staff¬ 
ing needs-each week and each 
day. The data is entered into the 
computer and developed into 
employee work schedules that 
conform to each individual restau¬ 
rant’s needs. This saves labor 
costs by making sure that only 
those employees who are needed 
are w orking. In fact, if we reduce 
the labor of one person by just 
one hour each day in each of our 
company-owned restaurants, the 
annual savings would total $8 mil¬ 
lion in pre-tax profits. 

The new system also improves 
service since the restaurant is 
fully staffed at peak times. 
Employees like the system 
because, by making sure there 
are enough staff members to han¬ 
dle busy periods, customers are 
better served. 


Investing 

Capital 


We’ve continued to invest in our 
three systems to improve, up¬ 
grade and expand operations. In 
each case our objective is to earn 
a return on our investment that 
exceeds our cost of capital. In 
1988 three key ways we invested 
our capital were: 

1. Upgrading our systems to 
improve service and attract more 
customers. 

2. Expanding our pizza deliv¬ 
ery operations. 
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3. Increasing the number of 
units in our worldwide system. 

Here’s how we provide increased 
value for our shareholders. 

1. Upgrading systems to 
improve service and attract 
more customers. 

We continually upgrade and 
improve our restaurant systems 
to keep them contemporary, con¬ 
venient and comfortable places 
for our customers. Significant 
changes include more attractive 
and convenient cany-out areas at 
Pizza Hut restaurants. This is 
particularly important because 
carry-out sales now account for 
more than one-third of all 
Pizza Hut pizza sales. 

About one-third of KFC sales 
are from drive-thru customers. To 
improve service in this growing- 
segment, KFC has redesigned 
menu boards, improved the com¬ 
munication system between the 
diive-thru customer and the res¬ 
taurant staff, upgraded the diive- 
thru work areas and made other 
improvements to speed service. 

2. Expanding pizza delivery 
operations. 

Delivery provides a great oppor¬ 
tunity to profitably expand the 
Pizza Hut system, and we’re 
growing this channel rapidly. At 
year-end there were 771 delivery- 
only units in the United States, 
supplemented by 1.232 delivery 
operations based at traditional 
Pizza Hut restaurants. This 
capacity is expected to double 
over the next few years. In fact, 
in 1988 almost one-fifth of 
Pizza Hut’s capital spending was 
devoted to expanding delivery. 
For a closer - look at Pizza Hut 
Delivery, see the story on page 28. 


3. Increasing our worldwide 
system. 

We add restaurants both by 
building new units and by con¬ 
verting units w*e purchase from 
other quick service systems. 
Today, we’re able to design and 
construct new units more cost 
efficiently than ever before. 

In 1988 we added 883 units to 
our worldwide system-a rate of 
more than two per day. The chart 
on page 30 summarizes our 
restaurant unit growth. Here are 
additional highlights. 

The KFC system added 239 
restaurants in 1988. The com¬ 
pany, along with our joint venture 
partners, built about one-third of 
the units, with franchisees build¬ 
ing the rest. International growth 
is focusing on high-potential mar¬ 
kets such as the Pacific basin 
area. For example, KFC Japan 
opened 89 new restaur-ants, 
bringing its total to nearly 800 
units at year-end. And our 
flagship KFC in Beijing-the first 
quick service restaurant in China 
and also the world’s largest 
KFC-had annual sales of more 
than $3 million. KFC has opened 
a second Beijing unit and formed 
another joint venture to build res¬ 
taurants in Shanghai, a city of 
some 12 million people. 

Pizza Hut added 313 units in 
1988:116 company-owned, the 
remainder added by franchisees. 
Taco Bell added 182 units to its 
system in 1988. 

PFSI is expanding inter¬ 
national operations to nine new- 
countries. The system added 149 
restaurant units, including sev¬ 
eral units in West Germany that 
w r ere purchased from another res¬ 
taurant system and will be 
converted to Pizza Hut restau¬ 
rants. PFSI also opened the first 


U.S. Chicken 
Restaurant Market 



Kentucky Fried Chicken has (he leading 
share of the SB.2 billion quick service 
chicken restaurant category. KF( s Hiss 
systemwide sales in the I ’nited States 
totaled S2.ll billion and represented 
almost half of the market. 


U.S. Pizza 
Restaurant Market 



Pizza Hut is the leading pizza restaurant 
chain in the I nited States. With system¬ 
wide sales of S2.S billion. Pizza Hut 
accounted for more than 21 Kr of the 8P>..'> 
billion l .S. pizza category. 


U.S. Mexican 
Restaurant Market 



Taco Bell is the leader in the l .S. Mexi¬ 
can restaurant category. With system- 
wide sales of $1 .(i billion. Taco Bell 
accounted for more than half of the 
82,8 billion category. 






Restaurant Unit Growth 


Number of Units Worldwide (Year-end 1983-1988) 


Year 

KFC 

Pizza 

Hut 

Taco 

Bell 

PFSI 

Total 

1983 

5,971 

3,996 

1,663 

334 

11,964 

1984 

6,175 

4.208 

1,833 

404 

12,620 

1985 

6,396 

4,482 

2,173 

518 

13,569 

1986 

6,575 

5,017 

2,409 

663 

14,664 

1987 

7,522 

5,394 

2,696 

858 

16.470 

1988 

7,761 

5,707 

2,878 

1,007 

17,353 

Five Year Compounded Annual Growth Rate 



5.4% 

7.4% 

11.6% 

24.7% 

7.7% 

Totals include KFC, acquired October 1, 1986, as though it were 

part of PepsiCo since 1983. 





Number of Units Worldwide (Year-end 1988) 



KFC 

Pizza 

Hut 

Taco 

Bell 

Total 

United States 

Company 

1,262 

2,770 

1,691 

5,723 

Franchise 

3,6)17 

2,937 

1.187 

7,761 

International* 

Company 

309 

214 

25 

548 

Joint Venture 

408 

217 

- 

625 

Franchise 

2,145 

524 

27 

2,696 

Total 7,761 

* Includes 71 units in Hawaii. 

6,662 

2,930 

17,353 


PepsiCo is addin# units at the rate of more than two per day. 


Restaurant Sales Growth 


Average Domestic Unit Sales ($ Thousands) 
Combined Company and Franchise 



1983 

1984 

1985 

1986 

1987 

1988 

5 Yr. % Growth 

KFC 

431 

459 

502 

529 

558 

597 

6.7 

PH 

412 

435 

457 

468 

490 

520 

4.8 

TB 

436 

539 

550 

560 

579 

589 

6.2 


Domestic and International Sales Systemwide ($ Billions) 



1983 

1984 

1985 

1986 

1987 

1988 

5 Yr. % Growth 

KFC 

2.6 

2.9 

3.1 

3.5 

4.1 

5.0 

14.0 

PH 

1.6 

1.8 

2.0 

2.2 

2.5 

2.8 

11.8 

TB 

.7 

.9 

1.1 

1.3 

1.5 

1.6 

18.0 

PFSI 

.11 

.15 

.24 

.33 

.44 

.62 

41.3 

Total 

5.01 

5.75 

6.44 

7.33 

8.54 

10.02 

14.9 


Totals include KFC, acquired October 1, 1986, as though it were 
part of PepsiCo since 1983. 


Taco Bell in Japan, one of the 
largest quick service restaurant 
markets in the world. Based on 
our success, we plan to continue 
this high level of overseas growth 
for several years, concentrating 
on markets where quick service 
restaurants have already proven 
successful. 


Management’s 

Analysis 


(Note: The following discussion 
should be read in conjunction 
with “Business Segments” on 
page 34.) 

1988 vs. 1987 

Worldwide net sales increased 
16%, reflecting double-digit 
growth domestically and interna¬ 
tionally. This perfomiance was 
due to additional restaurants 
(constructed as well as acquired 
from franchisees), volume gains, 
the favorable translation impact 
of the weaker U. S. dollar and 
pricing actions. 

Domestic net sales growth was 
led by Pizza Hut, with volume 
gains and additional stores in both 
the traditional restaurant and 
delivery operations. Kentucky 
Fined Chicken’s (KFC) domestic 
net sales increase was driven 
primarily by pricing actions and 
additional restaurants. Taco 
Bell’s net sales increase benefited 
from additional restaurants and 
increased volume that occurred 
in the fourth quarter when a new- 
value-oriented menu was intro¬ 
duced. Combined average sales 
pei- domestic company-owned 
store (including pizza delivery 
units) rose 6%, reflecting strong 
increases at Pizza Hut and KF'C 
while Taco Bell was even with 
1987. 

International net sales im¬ 
proved as a result of the favorable 




























Tiico Hell is building on (he success of Steak Fajitas with Chicken Fajitas. 


translation impact of the weaker 
U.S. dollar, an increase in dis- 
tribution sales at KFC Intema- 
tional and additional restaurants. 

Worldwide operating profits 
rose 109c, led by a particularly 
strong performance internation¬ 
ally. This growth was primarily 
due to volume increases and addi¬ 
tional restaurants, partially off¬ 
set by higher oj)erating expenses 
and lower gains resulting from 
sales of company-owned restau¬ 
rants (restaurant resales) in 1988. 

Pizza Hut’s contribution to the 
domestic operating profit im¬ 
provement resulted from volume 
growth in traditional restaurant 
and delivery operations, partially 
offset by higher labor and food 
costs. KFC also posted higher 
operating profits domestically 
due to pricing actions, additional 
stores and franchise fee revenue 
growth that more than offset 
increased chicken and operating 
costs. KFC’s improvement also 
reflected the impact of a 1987 
charge related to a reorganization 
of domestic operations. Operating 
profits declined at Taco Bell, 
reflecting higher operating costs 
and lower gains on restaurant 
resales, which were partially off¬ 
set by the impact of additional 
stores and food cost controls. 


Total domestic segment gains on 
restaurant resales represented 
19c and 6% of domestic operating 
profits in 1988 and 1987, respec¬ 
tively. 

International growth was 
driven by higher franchise fee 
revenues, the favorable transla¬ 
tion impact of the weaker U.S. 
dollar at KFC International and 
additional units, partially offset 
by the impact of a 1987 gain on a 
resale of several pizza restaurants 
in Australia. 

The growth in net sales and 
operating profits also reflected 
PepsiCo’s 53-week reporting 
period in 1988, compared to 
52 weeks in 1987. The growth 
in combined average sales per 
domestic company-owned store 
presented above has been 
adjusted to a comparable period 
basis. 

1987 vs. 1986 

Worldwide net sales increased 
59 9c, while operating profits 
improved 57% over 1986. These 
gains reflected the impact of the 
acquisition of KFC, as well as re¬ 
duced losses related to Pizza Hut 
delivery operations and volume 
increases at Taco Bell. 

For the full year, KFC posted 
a 6% increase over 1986 in average 
sales per domestic company- 


Fastest-Growing 

U.S. Restaurant Categories 



(Comoounded annual sales growth rate 1 903 1980) 

PepsiCo’s restaurant categories - 
chicken, pizza and Mexican food- 
are among the largest and fastest- 
growing quick service restaurant 
categories in the l nited States. 


PepsiCo U.S. Restaurant System 
vs. U.S. Industry Growth 

(% Change Indexed At 19831 



1988 sales at company-owned restaurants 
benefited from an additional week s results. 

Over the last five years, 

PepsiCo’s restaurant system 
sales have grown some 2(Kr 
more than sales in the quick 
service industry. 
















owned restaurant and significant 
growth in profits fueled by inter¬ 
national operating gains. Because 
KFC w'as acquired in October 
1986, the following discussion 
focuses on comparisons excluding 
the impact of KFC’s operations 
in both years. 

Worldwide net sales advanced 
18% over 1986, due primarily to 
the addition of new restaurant 
and pizza delivery 7 units and vol¬ 
ume increases. Aggressive pro¬ 
motional programs and significant 
gains in average sales per deliv¬ 
ery unit contributed to Pizza Hut’s 
grow'th. Taco Bell’s sales were 
also aided by pricing actions and 
new 7 products, such as the soft 
shell taco and Steak Fajitas 
introduced in the first half of the 
year. Combined average sales 
per domestic company-owned 
Pizza Hut and Taco Bell restau¬ 
rant rase 4% for the year. 
International sales improved sig¬ 
nificantly as a result of new 7 store 
development and the favorable 
translation impact of the w r eaker 
U.S. dollar. 

Worldwide operating profits 
rose 12% due to improved 
Pizza Hut delivery 7 operations, 
the gain on a resale of several 
pizza restaurants in Australia 


and reduced domestic pension 
expense resulting from the 
required adoption of new 7 pension 
accounting rales. (See Note to 
Consolidated Financial State¬ 
ments on page 47.) 

Domestically, Pizza Hut’s 
Strang operating profit advances 
reflected significantly reduced 
delivery losses, partially offset by 
higher promotional spending and 
low 7 er gains on restaurant resales. 
Taco Bell’s operating profits 
increased as a result of higher vol¬ 
umes and gains on restaurant 
resales, partially offset by higher 
cost of sales and increased occu¬ 
pancy expenses. The increase in 
cost of sales, mitigated by pricing 
actions, reflected the higher cost 
of ingredients and Steak Fajitas. 
Gains on restaurant resales at 
Pizza Hut and Thco Bell repre¬ 
sented 8% of domestic operating 
profits in both 1987 and 1986. 

Significantly increased interna¬ 
tional operating profits reflected 
the restaurant resale gain in Aus¬ 
tralia. Excluding this gain, oper¬ 
ating profits were down from a 
small base in 1986, reflecting 
start-up losses associated with 
significant growth in new 7 restau¬ 
rant and pizza delivery units. 


Restaurant Units Top 10 Chains 

(In Thousands) 
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The combined units of Kentucky Fried Chicken, Pizza Hut and Thco Hell make 
PepsiCo the largest restaurant system in the world. 
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Business Segments 


This information constitutes a Note to the Consolidated 
Financial Statements. 

PepsiCo operates on a worldwide basis within three distinct 
business segments: soft drinks, snack foods and restaurants. 
Management’s discussion and analysis of PepsiCo’s business seg¬ 
ments begin on pages 18, 21 and 30 under the caption “Manage¬ 
ment’s Analysis.” 

The soft drinks segment primarily manufactures concen¬ 
trates and markets Pepsi-Cola, Mountain Dew, Slice and their 
allied brands worldwide and TUP internationally, and conducts 
soft drink bottling businesses principally in the United States. 
For purposes of this Note, the operations of the soft drink con¬ 
centrate manufacturing facilities in Puerto Rico are allocated 
between domestic and foreign based upon the actual concentrate 
shipments to the respective markets. 

The soft drinks segment data reflects several acquisitions 
over the last three years, the largest of w r hich were the 
franchised domestic bottling businesses of Grand Metropolitan 
Incorporated and ME I Corporation acquired in 1988 and 1986, 
respectively, and the international franchise business of The 
Seven-Up Company (Seven-Up International) acquired in 198(5. 

The snack foods segment primarily manufactures and mar¬ 
kets snack chips. 

The restaurants segment includes the operations of Pizza 
Hut, Taco Bell and Kentucky Fried Chicken (KFC), w r hich was 
acquired in 1986. 

The acquisitions w ere accounted for under the purchase 
method, and accordingly the soft drinks and restaurants 
segment data include the acquired operations from their respec¬ 
tive dates of acquisition. (See Note to Consolidated Financial 


Statements on page 43.) The acquisitions of KFC and Seven-Up 
International had a significant impact on PepsiCo’s foreign oper¬ 
ations, as reflected in the foreign data presented. 

PepsiCo holds several minority equity interests, principally 
in certain franchised domestic soft drink bottlers, w hich are 
reported under the equity method of accounting. Under gener¬ 
ally accepted accounting principles, equity in the net income of 
these interests is excluded from segment operating profits. To 
improve comparability, 1987 and 1986 net sales and operating- 
profits have been restated to report under the equity method of 
accounting certain previously consolidated domestic soft drink 
bottling operations contributed to joint ventures in early 1988. 
(See Note to Consolidated Financial Statements on page 43.) 

Net corporate expenses included corporate items and inter¬ 
est income that were not allocated to the business segments, 
interest expense and net foreign exchange gains. Unallocated 
interest income was $99 million, $90 million and $86 million, 
and net foreign exchange gains, which arose principally from 
the translation of local foreign currency borrowings, were $16 
million, $2 million and $33 million in 1988,1987 and 1986, respec¬ 
tively. Corporate identifiable assets principally consisted of 
offshore short-term investments, wiiich have been included 
in the foreign portion, and minority equity interests. 

In 1987 PepsiCo adopted Financial Accounting Standard 
No. 87 on Employers’ Accounting for Pensions. The effect was 
to reduce 1987 pension expense of soft drinks, snack foods, res¬ 
taurants and corporate by $14 million, $25 million, $8 million and 
$3 million, respectively. (See Note to Consolidated Financial 
Statements on page 47.) 

1988 consisted of 53 weeks, and 1987 and 1986 consisted of 
52 weeks. 
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Operating Profits 

($ In Millions) 









1988 1987 1986 


Net Sales: 

Soft drinks. 

Snack foods. 

Restaurants. 

$ 4,638.2 
3,514.3 
4,854.5 

$ 3,975.6 
3,202.0 
4,188.2 

$3,359.8 

3,018.4 

2,638.9 

Total continuing operations... 

$13,007.0 

$11,365.8 

$9,017.1 

Foreign portion. 

$ 2,456.4 

$ 1,970.6 

$1,225.0 

Income from Continuing Operations Before Income Tkxes: 

Operating profits 

Soft drinks (a) . 

$ 462.9 

$ 409.6 

$ 342.0 

Snack foods (b) . 

636.3 

547.6 

342.8 

Restaurants (c). 

386.3 

349.9 

222.5 

Corporate expenses, net (d)... 

1,485.5 

(347.9) 

1,307.1 

(351.6) 

907.3 

(216.8) 

Total continuing operations ... 

$ 1,137.6 

$ 955.5 

$ 690.5 

Foreign portion of 
operating profits (a), (c). 

$ 183.3 

$ 143.4 

$ 64.7 

Capital Spending: 

Soft drinks. 

$ 198.4 

$ 202.0 

$ 193.9 

Snack foods. 

172.6 

195.6 

298.6 

Restaurants. 

344.2 

370.8 

380.5 

Corporate . 

14.9 

6.6 

9.2 

Total continuing operations .... 

$ 730.1 

$ 775.0 

$ 882.2 

Foreign portion. 

$ 132.4 

$ 145.1 

$ 81.4 



1988 


1987 

1986 

Identifiable Assets: 





Soft drinks. 

$ 4,074.4 

$ 2,779.8 

$2,615.9 

Snack foods. 

1,641.2 


1,632.5 

1,596.3 

Restaurants. 

3,105.1 


2,782.9 

2,563.1 

Corporate . 

2,314.6 


1,827.5 

1,251.8 

Total continuing operations ... 

. $11,135.3 

$ 9,022.7 

$8,027.1 

Foreign portion. 

. $ 3,210.7 

•$ 

2,993.8 

$2,296.2 

Depreciation and Amortization Expense: 



Soft drinks. 

$ 195.7 

$ 

166.5 

$ 104.3 

Snack foods. 

156.8 


154.1 

135.3 

Restaurants. 

271.3 


237.1 

151.8 

Corporate . 

5.5 


5.3 

4.7 

Total continuing operations ... 

. $ 629.3 

$ 

563.0 

$ 396.1 

Foreign portion. 

. $ 81.9 

$ 

75.8 

$ 36.3 


(a) 1988 included a $14.5 million charge related to the 
reorganization of the domestic soft drink business and 
a $9.4 million loss resulting from the sale of a foreign 
winery. 1987 included a $10.3 million gain resulting from 
the sale of a foreign bottling operation. 

(b) 1986 included a $52.0 million charge at Frito-Lay for the 
discontinuance of certain non-chip snack products and 
reduction of cookie production capacity. 1987 included a 
$12.5 million favorable adjustment to the 1986 charge, 
primarily reflecting a $10.0 million gain resulting from 
the sale of a cookie production facility. 

(c) 1987 included an $8.0 million charge related to the 
reorganization of KFC’s domestic operat ions and a $7.5 
million gain resulting from the sale of certain foreign 
pizza restaurants. 

(d) 1986 included a $22.0 million gain arising from the 
favorable impact of the U.S. Tax Reform Act of 1986 on 
PepsiCo’s Safe Harbor leases. 


Capital Spending 

($ In Millions) 
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Consolidated Statement of Income 

(in millions except per share amounts) 

PepsiCo, Inc. and Subsidiaries 

Fifty-three weeks ended December 31, 1988 and fifty-two weeks ended December 26, 1987 and December 27, 1986 



1988 _ 

1987 

1986 

Net Sales. 

$13,007.0 

$11,365.8 

$9,017.1 

Costs and Expenses 

Cost of sales. 

6,255.8 

5,365.7 

4,300.0 

Selling, administrative and other expenses. 

5,391.2 

4,862.5 

3,887.9 

Interest expense. 

344.9 

295.8 

261.4 

Interest income. 

(122.5) 

(113.7) 

(122.7) 


11,869.4 

10,410.3 

8,326.6 

Income from Continuing Operations Before Income Taxes. 

1,137.6 

955.5 

690.5 

Provision for Income Taxes. 

375.4 

350.4 

226.7 

Income from Continuing Operations. 

762.2 

605.1 

463.8 

Discontinued Operations 

Loss from discontinued operations (net of income tax benefit of 
$1.3 and $6.5 in 1987 and 1986, respectively). 


(1.3) 

(6.0) 

Loss on disposal (net of income tax benefit of $6.9). 


(9.0) 

- 


- 

(10.3) 

(6.0) 

Net Income. 

$ 762.2 

$ 594.8 

$ 457.8 

Income (Loss) Per Share 

Continuing operations . 

$2.90 

$2.30 

$1.77 

Discontinued operations. 

- 

(0.04) 

(0.02) 

Net Income Per Share. 

$2.90 

$2.26 

$1.75 

Average shares outstanding used to calculate income (loss) per share. 

263.5 

263.1 

262.2 

See accompanying Notes to Consolidated Financial Statements. 





Allocation of 1988 Net Sales 
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H Net Interest Expense 
U Income Taxes 
I Net Income 































































Management’s Analysis—Results 
of Continuing Operations 


The Consolidated Statement of Income for 1987 and 1986 has 
been reclassified to reflect the contribution of certain soft drink 
bottling operations to joint ventures; also, certain restaurant 
operating expenses have been reclassified. These reclassifica¬ 
tions had no effect on income from continuing operations or net 
income. (See Note to Consolidated Financial Statements on page 
43.) The Consolidated Statement of Income for the periods pre¬ 
sented included the results of a number of acquisitions, all of 
which were included from their respective dates of purchase. 
The acquisitions of MEI Corporation (MEI) and Seven-Up 
International in mid-1986 and Kentucky Fried Chicken (KFC) 
in late 1986 (collectively, the 1986 Acquisitions) had a particu¬ 
larly significant impact on comparisons of 1987 to 1986 results. 
Accordingly, the discussions of 1987 vs. 1986 are supplemented, 
where significant, with comparisons excluding the estimated 
first half impact of MEI and Seven-Up International from 1987 
and the full impact of KFC from both years. Comparisons of 1988 
to 1987 also were impacted by an additional week’s results in the 
1988 reporting period. 


Net Sales, Costs and Expenses 

Net sales rose 14% in 1988 and 26% in 1987. Excluding the 1986 
Acquisitions, net sales increased 11% in 1987. The growth in both 
year's benefited from volume gains in all three segments and new 7 
restaurant and pizza delivery units. Results in 1988 and 1987 also 
reflected acquisitions of franchised domestic soft drink bottlers 
and restaurant operators, although their relative impact w r as 
much less significant than that of the 1986 Acquisitions. 

Cost of sales as a percentage of net sales was 48.1%, 47.2% 
and 47.7% in 1988,1987 and 1986, respectively. The 1988 increase 
w r as due primarily to greater price discounting and higher costs 
in domestic soft drink bottling operations and an increase in 
lower gross margin distribution sales at KFC International. The 
1987 improvement resulted from manufacturing efficiency gains 
at Frito-Lay and favorable brand sales mix in domestic soft 
drinks, partially offset by the impact of increased sales in the 
lower gross margin restaurants segment. 

Selling, administrative and other expenses increased 11%' 
in 1988 reflecting volume growth, new restaurant and pizza 
delivery units, and acquisitions. The 1987 increase in these 
expenses was 25%. Excluding the 1986 Acquisitions, the 1987 
increase w r as 9% reflecting increased promotional spending par¬ 
ticularly in soft drinks and restaurants, acquisitions, and new 
restaurant and pizza delivery units. Also affecting the change in 
selling, administrative and other expenses was an increase of $14 
million in net foreign exchange translation gains in 1988 and a 
decrease of $31 million in 1987. These changes were primarily 
due to movements in local debt levels and exchange rates in 
Latin America. In 1988, 1987 and 1986, selling, administrative 
and other expenses included several unusual charges and gains 
as discussed in the Note to Consolidated Financial Statements 
on page 34. Excluding these unusual items, selling, administra¬ 
tive and other expenses increased 10% in 1988 and 11% in 1987 
(excluding the 1986 Acquisitions). 

Cost of sales and selling, administrat ive and other expenses 
in 1987 included a benefit of $50 million resulting from the 
required adoption of Financial Accounting Standard No. 87, 
Employers’ Accounting for Pensions (SFAS 87). (See Note to 
Consolidated Financial Statements on page 47.) 


Interest expense rose 17% in 1988 compared to 13% in 1987. 
The 1988 increase primarily reflected higher average domestic 
borrowings to finance 1988 acquisitions and increased domestic 
and foreign interest rates, partially offset by reduced average 
foreign borrowings. The 1987 increase reflected the full-year 
effect of financing the 1986 Acquisitions, moderated by declines 
in the amount of average foreign borrowings and low r er domes¬ 
tic and foreign interest rates. Excluding the effect of the 1986 
Acquisitions for the full year, interest expense would have been 
approximately $169 million and $207 million in 1987 and 1986, 
respectively. 

Interest income increased 8% in 1988, compared to a 7% 
decline in 1987. The 1988 increase was due primarily to higher 
interest rates and growth in the short-term investment portfo¬ 
lios held in Puerto Rico. The 1987 decrease reflected lower aver¬ 
age levels of short-term investments, lower interest rates and 
the effect of the 1986 collection of $11 million in interest on a 
foreign receivable previously written off. 

Income from Continuing Operations Before Income Taxes 

Income from continuing operations before income taxes increased 
19%- in 1988, compared to 38% in 1987. Excluding the 1986 Acqui¬ 
sitions, the 1987 increase was approximately 32%. The 1988 and 
1987 increases resulted from double-digit profit advances in 
all three segments, with particularly strong improvements at 
Frito-Lay in 1987. The 1987 growth also benefited from the 
adoption of SFAS 87, as well as the impact of the unusual 
charges and gains in 1987 and 1986. 

Provision for Income Taxes 

The effective tax rates on income from continuing operations 
were 33%, 37% and 33% in 1988, 1987 and 1986, respectively. 

In 1988 the lower effective tax rate reflected the declining fed¬ 
eral statutory tax rate provided by the U.S. Tax Reform Act of 
1986 (TRA) and lower state income taxes, partially offset by 
increased foreign taxes. The higher effective tax rate for 1987 
reflected the absence of one-time 1986 benefits and higher state 
income taxes, partially offset by the impact of the lower rate 
provided by the TRA. The effective tax rate in 1986 benefited 
from an $18 million reversal of previously provided deferred 
foreign taxes, reflecting management’s decision to indefinitely 
reinvest certain unremitted prior years’ earnings, and a nontax- 
able $22 million gain arising from the favorable impact of the 
TRA on PepsiCo’s Safe Harbor leases. The declining rates pro¬ 
vided by the TRA resulted in a 3 percentage point reduction in 
the effective tax rate for both 1988 and 1987. 

New 7 rules for accounting for income taxes are expected to 
have a favorable impact on net income w'hen adopted in 1990. 
(See Note to Consolidated Financial Statements on page 46.) 

Income Per Share from Continuing Operations 

Income per share from continuing operations increased 26%' to 
$2.90 in 1988, compared to a 30% increase in 1987 to $2.30. 

The est imated benefit of the lower effective tax rate on 1988 
income per share ($0.16) was offset by the estimated impact of 
dilution from acquisitions ($0.09) and the unusual charges ($0.06) 
in 1988. For the full year, the 1986 Acquisitions contributed an 
estimated $0.13 to 1987 income per share compared to dilution 
of $0.05 in 1986. 











Consolidated Statement of Financial Condition 

(in millions except per share amount) 

PepsiCo, Inc. and Subsidiaries 
December 31, 1988 and December 26, 1987 


Assets 

Current Assets 

Cash and cash equivalents. 

Short-term investments, at cost which approximates market 


Notes and accounts receivable, less allowance: $55.7 in 1988 and $55.4 in 1987 

Inventories. 

Prepaid expenses, taxes and other current assets. 

Total Current Assets. 

Investments, Long-term Receivables and Other Assets. 

Property, Plant and Equipment 

Goodwill and Other Intangibles. 

Total Assets. 


Liabilities and Shareholders’ Equity 
Current Liabilities 

Notes payable . 

Current maturities of long-term debt. 

Accounts payable. 

Income taxes payable. 

Other current liabilities . 

Total Current Liabilities . 

Long-term Debt. 

Nonrecourse Obligation. 

Other Liabilities and Deferred Credits . 

Deferred Income Taxes. 

Shareholders’ Equity 

Capital stock, par value 1 2/3c per share: authorized 600.0 shares, issued 287.7 shares 

Capital in excess of par value. 

Retained earnings. 

Cumulative translation adjustment. 

Cost of treasury stock: 24.9 shares in 1988, 27.3 shares in 1987. 

Total Shareholders’ Equity . 

Total Liabilities and Shareholders’ Equity. 


1988 

1987 

$ 142.7 

$ 79.3 

1,475.1 

1,273.3 

1,617.8 

1,352.6 

979.3 

885.6 

442.4 

433.0 

225.2 

268.4 

3,264.7 

2,939.6 

825.7 

581.4 

4,462.5 

4,117.4 

2,582.4 

1,384.3 

811,135.3 

$9,022.7 


S 1,095.2 

$ 480.7 

355.8 

165.2 

881.4 

725.1 

250.2 

198.8 

1,291.0 

1,153.0 

3,873.6 

2,722.8 

2,356.6 

2,279.9 

299.4 

299.3 

643.8 

407.5 

800.9 

804.6 


4.8 

4.8 

312.2 

290.5 

3,329.7 

2,776.7 

24.0 

(9.8) 

(509.7) 

(553.6) 

3,161.0 

2,508.6 

811.135.3 

$9,022.7 


See accompanying Notes to Consolidated Financial Statements. 




























































Management’s Analysis—Financial Condition 


PepsiCo’s overriding objective is to increase the value of its 
shareholders’ investment through integrated operating, invest¬ 
ment and financial leverage strategies that optimize cash returns 
and reduce the cost of capital. PepsiCo estimates its current 
cost of capital to be 11%. 


Assets 

Total assets increased $2.1 billion or 23% over 1987. This increase 
primarily reflected acquisitions and investments in joint ven¬ 
tures, higher short-term investments, and purchases of prop¬ 
erty, plant and equipment. 

Substantially all of PepsiCo’s short-term investments con¬ 
sisted of marketable securities portfolios held offshore. These 
investments have grown with the strong operating cash flow T s 
generated by soft drink concentrate manufacturing facilities 
in Puerto Rico and Ireland, which operate under tax incentive 
grants. The investments are high grade and subject to prudent 
investment policy guidelines. Thx-advantaged portfolios held in 
Puerto Rico represent a substantial portion of the offshore 
investments. PepsiCo has reached an agreement in principle to 
amend the Puerto Rican tax incentive grant such that for a nom¬ 
inal tax the previously untaxed portfolios of approximately 
$1 billion held in Puerto Rico at year-end 1988 may be repatri¬ 
ated at PepsiCo’s option over the subsequent three year period 
or later. (See Note to Consolidated Financial Statements on 
page 46.) PepsiCo continually reassesses its alternatives to 
redeploy these and its other offshore portfolios, considering 
other investment opportunities and tax consequences. 

Investments, long-term receivables and other assets 
increased $244 million in 1988, due primarily to joint venture 
investments in domestic soft drink bottling and foreign snack 
foods operations. Joint venture activity continues to play an 
important role in PepsiCo’s growth, particularly in international 
markets as the synergies of the foreign partners’ local market 
knowledge and PepsiCo’s operating and financial strengths 
create profitable growth opportunities. 

PepsiCo’s purchases of property, plant and equipment 
totaled $730 million and $775 million for 1988 and 1987, respec¬ 
tively, led in both years by new unit development and refurbish- 
ments of existing units in the restaurants segment. The decline 
from 1987 reflected few r er new r units at Taco Bell and reduced 
spending at Frito-Lay. 

Goodwill and other intangibles increased $1.2 billion over 
1987, primarily reflecting the value of Pepsi-Cola franchise 
rights acquired with the 1988 acquisitions of several franchised 
domestic soft drink bottlers. (See Note to Consolidated Finan¬ 
cial Statements on page 43.) 


Liabilities 

Total liabilities rose $1.5 billion or 22% over 1987, reflecting 
higher levels of notes payable (primarily commercial paper) and 
long-term debt required to finance the 1988 acquisitions. (See 
Note to Consolidated Financial Statements on page 45.) In Feb¬ 
ruary 1989 PepsiCo entered into interest rate swap agreements 
to effectively convert $700 million of short-term borrowings into 
fixed interest rate debt over the following six to nine month 
period; the weighted average fixed interest rate approximates 
the year-end 1988 weighted average interest rate for commer¬ 
cial paper. 


At year-end 1988 the remaining net reserve for the 1984 
Refranchising Program included, in part, the estimated amount 
required to sell (refranchise) the company-owmed bottling oper¬ 
ation in Japan. Negotiations regarding Japan have not been 
successful, and it is increasingly possible that PepsiCo will be 
unable to complete a refranchising on satisfactory terms and 
conditions. In that event, it is probable that PepsiCo w T ould 
continue to operate the business and that a significant portion of 
the reserve related to Japan may not be required. The net 
reserve of $50 million and $51 million at year-end 1988 and 1987, 
respectively, w r as included in the Consolidated Statement of 
Financial Condition under the caption “Other current liabilities.” 


Financial Leverage 

In managing its capital structure, PepsiCo seeks to utilize finan¬ 
cial leverage to low^er the overall cost of capital and increase 
returns to shareholder’s w r hile maintaining operating and finan¬ 
cial flexibility. 

PepsiCo measures leverage on both a gross and net basis to 
take into account its sizeable short-term investment portfolios. 
On a gross basis, PepsiCo’s ratio of total debt (including the 
nonrecourse obligation) to capital employed (total debt, other 
liabilities and deferred credits, deferred income taxes and 
shareholders’ equity) rose to 47.1% at year-end 1988 from 46.4% 
at year-end 1987. Leverage on a net basis, w r hieh reflects the pro 
forma remittance (net of related taxes) of the offshore short¬ 
term investment port folios as a reduction of total debt and which 
excludes the nonrecourse obligation, w r as approximately 37% 
and 35% at year-end 1988 and 1987, respectively. Because the 
offshore portfolios do not impact the management of operating 
working capital, PepsiCo believes the net debt ratio is the 
better measure of financial leverage used in the business. 
Although a net debt target range of 35% to 40% has been 
established, PepsiCo will exceed this range if warranted by 
appropriate investment opportunities such as the proposed 
acquisition of the franchised domestic soft drink bottling 
operations of General Cinema Corporation. (See Note to 
Consolidated Financial Statements on page 43.) 

PepsiCo’s negative operating working capital position, 
w’hich principally reflects the cash sales nature of its restaurant 
operations, is an interest-free source of capital. Operating work¬ 
ing capital, which excludes short-term investments, notes pay¬ 
able and current maturit ies of long-term debt, w r as a negative 
$633 million and $411 million at year-end 1988 and 1987, 
respectively. 


Shareholders’ Equity 

Return on average shareholders’ equity represents a combina¬ 
tion of operating performance and the effect of financial lever¬ 
age. Based on income from continuing operations, PepsiCo’s 
return on average shareholder's’ equity w r as 26.9%* in 1988 com¬ 
pared to 26.5% in 1987. The growth primarily reflects the 
increase in income from continuing operations. 








Consolidated Statement of Cash Flows 


(in millions) 

PepsiCo, Inc. and Subsidiaries 

Fifty-three weeks ended December 31, 1988 and fifty-two weeks ended December 26, 1987 and December 27, 1986 


Cash Flows from Continuing Operations: 

Income from continuing operations. 

Adjustments to reconcile income from continuing operations to net cash 
generated by continuing operations: 

Depreciation and amortization. 

Deferred income taxes. 

Other noncash charges and credits-net. 

Changes in: 

Notes and accounts receivable. 

Inventories. 

Prepaid expenses, taxes and other current assets. 

Accounts payable. 

Income taxes payable. 

Other current liabilities . 

Net Cash Generated by Continuing Operations. 

Cash Flows from Investment Activities: 

Acquisitions and investments. 

Purchases of property, plant and equipment. 

Proceeds from sales of property, plant and equipment. 

Proceeds from sales of businesses. 

Other short-term investments-by original maturity: 

Three months or less-net. 

More than three months-purchases. 

More than three months-sales . 

Other, net. 

Net Cash Used for Investment Activities. 

Cash Flows from Financing Activities: 

Proceeds from issuances of long-term debt. 

Payments of long-term debt. 

Notes payable-bv original maturity: 

Three months or less-net. 

More than three months-proceeds. 

More than three months -payments. 

Proceeds from nonrecourse obligation . 

Cash dividends paid. 

Purchases of treasury stock. 

Proceeds from issuances of treasury' stock. 

Other, net. 

Net Cash Generated by Financing Activities. 

Effect of Exchange Rate Changes on Cash and Cash Equivalents. 

Net Increase (Decrease) in Cash and Cash Equivalents. 

Cash and Cash Equivalents-Beginning of Year. 

Cash and Cash Equivalents-End of Year. 


1988 


$ 762.2 


629.3 
20.1 

213.4 

(50.1) 

13.8 

37.8 
138.2 

55.1 

74,7 

1,894.5 


(1,415.5) 

(725.8) 

67.4 

283.2 

(411.1) 

(692.6) 

902.0 

(58.7 ) 

(2,051.1) 


475.3 
(190.0) 

306.7 

292.0 

(367.4) 

0.1 

(199.0) 

(71.8) 

2.9 

(27.4 ) 

221.4 

(1.4 ) 

63.4 

79.3 

$ 142.7 


1987 


$ 605.1 


563.0 

59.0 

105.4 

(95.6) 

4.1 

39.7 

(76.9) 

23.3 

107.4 

1,334.5 


(371.5) 

(770.5) 
98.6 

161.6 

(736.1) 

(1,311.8) 

1,526.2 

(72.9 ) 

(1,476.4) 


598.3 
(113.4) 

114.7 
547.9 

(1,157.0) 

299.3 
(172.0) 

(18.6) 

3.0 

(41.8 ) 

60.4 

_( 8 , 0 ) 

(89.5) 

168.8 


1986 


$ 463.8 


396.1 

52.9 

58.0 

(65.8) 

23.5 

24.1 

112.8 

44.4 

102.4 

1 , 212.2 


(1,679.9) 

(858.5) 

41.4 

375.7 

527.3 

(1.302.3) 

868.3 
66.7 

(1.961.3) 


1,058.3 

(233.6) 

(30.3) 
1,745.8 

(1,385.8) 

(160.4) 

(158.0) 

7.4 

(14.3 ) 

829.1 

_(A9) 

75.1 

93.7 

$ 168.8 


See accompanying Notes to Consolidated Financial Statements, including "Supplemental Cash Flow Information” on page 48. 







































































Management’s Analysis—Cash Flows 


PepsiCo adopted Financial Accounting Standard No. 95, “State¬ 
ment of Cash Flows" in 1988. The 1987 and 1986 cash flows have 
been restated to conform with the 1988 presentation. Under this 
new accounting standard, only the cash impact of transactions 
is presented in the statement. Major noncash activity related to 
acquisitions, capital stock issuances and purchases of property, 
plant and equipment (PP&E) is presented in the Note to the 
Consolidated Financial Statements on page 48. 

Net cash generated by continuing operations again reached 
a record in 1988, maintaining the momentum of PepsiCo’s stra¬ 
tegic actions to stimulate growth through investments in its 
existing business segments and to improve operating efficiencies 
and cash flow r returns. PepsiCo generated SI.9 billion in cash 
from operations, w hich together with S221 million in cash gen¬ 
erated by financing activities and $283 million from sales of busi¬ 
nesses, funded acquisitions and investments of $1.4 billion, 
purchases of PP&E of $726 million, and dividend payments of 
$199 million. Fluctuations in maturity categories of short-term 
investments and notes payable primarily reflected strategies 
anticipating interest rate movements. 


Net Cash Generated by Continuing Operations 

The ability to generate funds internally continues to be one of 
PepsiCo’s most significant financial strengths. In fact, excluding 
the 1988 acquisitions of soft drink bottlers, in both 1988 and 1987 
each business segment generated funds in excess of amounts 
required for its investment activities. In each of the past three 
year's, net cash generated by continuing operations has been 
well in excess of amounts required to fund purchases of PP&E 
and dividends. 


Net Cash Generated by Continuing 
Operations vs. Purchases of PP&E 2000 



Net cash generated by continuing operations rose $560 mil¬ 
lion or 429 c in 1988 and $122 million or 10% in 1987. In addition 
to higher income, these improvements reflected growth in non¬ 
cash charges such as depreciation and amortization associated 
with acquisitions. The 1988 increase in noncash charges also 
reflected lower net gains on asset sales and higher accruals of 
noncurrent liabilities. Total operating working capital fluctua¬ 
tions were due primarily to a decrease in accounts payable 
at year-end 1987. 


Investment Activities 

PepsiCo’s investment activities over the past three years 
reflected strategic spending in all segments through invest¬ 
ments in acquisitions, joint ventures and PP&E. Cash acquisi¬ 
tions and other investments in 1988 totaled $1.4 billion, 
comprised principally of franchised domestic soft drink bott lers, 
the largest of which were the bottling operat ions of Grand Met¬ 
ropolitan Incorporated and a 20% equity interest in Pepsi-Cola 
General Bottlers, Inc. Other activity included acquisitions of 
franchised domestic restaurant operators and an investment 
in a snack food joint venture in Canada. Major acquisitions ai'e 
discussed in the Note to Consolidated Financial Statements 
on page 43. 

In 1988 PepsiCo sold certain domestic company-owned bot¬ 
tling operations for $208 million in cash. PepsiCo will continue 
to manage the day-to-day operations of these bottling businesses 
and will receive management fees for a period of 20 years. 

The pre-tax gain of $112 million has been deferred and will be 
amortized over 20 years. The deferred gain is reflected in the 
Consolidated Statement of Financial Condition under the 
caption “Other Liabilities and Deferred Credits." 


Financing Activities 

Financing activities increased $161 million in 1988 over 1987, 
primarily as a result of debt issuances required to finance the 
1988 acquisitions. The proposed acquisition of the franchised 
domestic soft drink bottling operations of General Cinema 
Corporation (see Note to Consolidated Financial Statements on 
page 43) will be funded initially through short-term boirowings. 
The ultimate funding method has not yet been determined. 

In 1987 PepsiCo’s Board of Directors authorized the 
repurchase from time to time of up to 15 million shares. Share 
repurchase decisions are evaluated in light of the target capital 
structure and other investment opportunities, and repurchase 
activity w r as not significant in 1988 and 1987. 

Cash dividends declared were a record $209 million in 1988 
and $175 million in 1987. PepsiCo targets a payout of approxi¬ 
mately one-third of the prior year’s earnings, thus retaining suf¬ 
ficient earnings to enhance productive capability and provide 
adequate financial resources for growth opportunities. 

PepsiCo’s unused credit facilities, w hich exist largely to 
support the issuances of short-term borrowings, were reduced 
upon a re-evaluation of needs to approximately $1.2 billion at 
year-end 1988 from $1.5 billion at year-end 1987. It is probable 
that substantial additional credit facilities will be obtained in 
connection with the proposed acquisition of the bottling opera¬ 
tions of General Cinema Corporation. PepsiCo’s strong financial 
condition provides continued access to capital markets through¬ 
out the world. 


U.S. Tax Reform Act of 1986 (TRA) 

The TRA will continue to have a modest favorable impact on 
PepsiCo’s annual cash flow, as cash savings from reduced tax 
rates on domestic income are partially offset by the repeal of the 
investment tax credit. As a result of reduced rates provided by 
the TRA. future taxes to be paid related to PepsiCo’s Safe 
Harbor leases w r ere reduced substantially beginning in 1987. 
(See Note to Consolidated Financial Statements on page 46. ) 









Consolidated Statement of Shareholders’ Equity 

(shares in thousands, dollars in millions, except per share amounts) 

PepsiCo, Inc. and Subsidiaries 

Fifty-three weeks ended December 31, 1988 and fifty-two weeks ended December 2b, 1987 and December 27, 1986 


_ Capital Stock _ Capital Cumulative 

Issued Treasury in Excess Retained Translation 

_Shares Amount Shares Amount of Par Value Earnings Adjustment Total 

Shareholders’ Equity, December 28, 1985 .... 287,694 $ 4.8 


1986 Net income. 

Cash dividends declared (per 

share-$0.63) . 

Shares reissued to Payroll-based Employees 

Stock Ownership Plan (PAYSOP). 

Payment of compensation awards and 

exercise of stock options. 

Conversion of debentures. 

Translation adjustments (net of 

income taxes of $0.6). 

Purchase of treasury stock. 

Shares issued in connection with an 

acquisition .. . 

Shareholders’ Equity, December 27, 1986 .... 287,694 4.8 

1987 Net income. 

Cash dividends declared (per 

share-$0.67) . 

Shares reissued to PAYSOP. 

Payment of compensation awards and 

exercise of stock options’. 

Conversion of debentures. 

Translation adjustments ($0 tax effect). 

Purchase of treasury stock.. . 

Shareholders’ Equity, December 26, 1987 .... 287,694 4.8 

1988 Net income. 

Cash dividends declared (per 

share-$0.80) . 

Shares reissued to Employee Stock 

Ownership Plan. 

Payment of compensation aw r ards and 

exercise of stock options. 

Conversion of debentures. 

Translation adjustments 

($0 tax effect). 

Purchase of treasury stock. 

Shares issued in connection with 

acquisitions.. . 

Shareholders’ Equity, December 31,1988. .. 287,694 $ 4.8 


(24,576) 

$(470.1) 

$282.5 

$2,061.4 

$(40.9) 

$1,8)17.7 




457.8 


457.8 




(162.6) 


(162.6) 

173 

3.5 

1.1 



4.6 

577 

11.6 

(2.4) 



9.2 

1,421 

28.5 

0.1 



28.6 





0.9 

0.9 

(6,725) 

(158.0) 




(158.0) 

1,755 

35.2 

5.7 



40.9 

(27,375) 

(549.3) 

287.0 

2,356.6 

(40.0) 

2,059.1 




594.8 


594.8 




(174.7) 


(174.7) 

139 

2.7 

2.6 



5.3 

332 

6.7 

2.7 



9.4 

244 

4.9 

(1.8) 



3.1 





30.2 

30.2 

(621) 

(18.6) 




(18.6) 

(27,281) 

(553.6) 

290.5 

2,776.7 

(9.8) 

2,508.6 




762.2 


762.2 




(209.2) 


(209.2) 

122 

2.5 

1.6 



4.1 

324 

6.6 

0.5 



7.1 

1,015 

20.7 

(2.6) 



18.1 





33.8 

33.8 

(2,066) 

(71.8) 




(71.8) 

3,003 

85.9 

22.2 



108.1 

(24,88)1) 

$(509.7) 

$312.2 

$3,329.7 

$ 24.0 

$3,161.0 


See accompanying Notes to Consolidated Financial Statements. 







































































Notes to Consolidated Financial Statements 


(in millions except share amounts) 

Summary of Significant Accounting Policies 

Principles of Consolidation. The financial statements reflect 
the consolidated accounts of PepsiCo, Inc. and its wholly-owned 
subsidiaries and certain joint ventures controlled by Kentucky 
Fried Chicken. Other investments in affiliates owned 50% or less 
over which PepsiCo exercises significant influence are accounted 
for by the equity method, and the equity in net income is 
included in the Consolidated Statement of Income under the 
caption ‘‘Selling, administrative and other expenses/' The Con¬ 
solidated Statement of Income for 1987 and 1986 has been reclas¬ 
sified to report under the equity method of accounting the 
results of certain previously consolidated domestic soft drink 
bottling operations contributed to joint ventures in early 1988. 
Although the equity interests and previously consolidated oper¬ 
ations are not significant to the Consolidated Financial State¬ 
ments of PepsiCo, the reclassification is intended to improve 
comparability of PepsiCo's operating results. The reclassification 
had no effect on income from continuing operations or net 
income. All significant intercompany accounts and transactions 
were eliminated. 

Goodwill and Other Intangibles. Goodwill and other 
intangibles reflect the excess of purchase price over the fair 
value of ident ifiable net assets of companies acquired and con¬ 
sist primarily of franchise rights related to the acquisitions of 
franchised domestic soft drink bottling operations. Goodwill and 
other intangibles are amortized on a straight-line basis over 
appropriate periods not exceeding 40 years. Amortization 
included in the Consolidated Statement of Income under the cap¬ 
tion “Selling, administrative and other expenses” in 1988, 1987 
and 1986 was $72 million, $57 million and $29 million, respec¬ 
tively. Accumulated amortization was $209 million and $140 
million at year-end 1988 and 1987, respectively. 

Marketing Costs. Marketing costs are included in the Con¬ 
solidated Statement of Income under the caption “Selling, 
administrative and other expenses.” Costs of materials in inven¬ 
tory and prepayments are deferred, and certain promot ional dis¬ 
counts are expensed as incurred. All other costs of advertising 
and other marketing and promotional programs are charged to 
expense ratably over the year in which incurred, generally in 
relation to sales. 

Classification of Restaurant Operating Expenses. Oper¬ 
ating expenses incurred at the restaurant and delivery store 
level consist primarily of food and related packaging costs, labor 
associated with food preparation and customer service and over¬ 
head expenses. Prior to 1988 for restaurant operations, only food 
and packaging costs were included in the Consolidated State¬ 
ment of Income under the caption “Cost of sales.” As a result of 
a review of industry reporting practice and internal perfonnance 
analyses, PepsiCo determined that also classifying all labor- 
related expenses as cost of sales w r ould result in a more repre¬ 
sentative and relevant portrayal of costs of products sold in 
restaurant operations. Accordingly, the amounts reclassified in 
the Consolidated Statement of Income from “Selling, adminis¬ 
trative and other expenses” to “Cost of sales” were $1.159 billion, 
$981 million and $637 million in 1988,1987 and 1986, respectively, 
with no resultant impact on income from continuing operations 
or net income. 


Statement of Cash Flows. PepsiCo adopted Financial 
Accounting Standard No. 95, “Statement of Cash Flows” in 
1988. The 1987 and 1986 cash flow's have been restated to con¬ 
form with the 1988 presentation. Cash equivalents are com¬ 
prised of funds temporarily invested (with original maturities 
not exceeding three months) as part of PepsiCo’s management 
of day-to-day operating cash receipts and disbursements. All 
other investment portfolios, w r hich are primarily held offshore, 
were classified as short-term investments. 

Net Income Per Share. Net income per share is computed 
by dividing net income (adjusted for interest expense related to 
certain convertible debentures) by the weighted average num¬ 
ber of shares and share equivalents outstanding during each 
year. The conversion of all convertible debentures weuld not 
result in a material dilution. 

Research and Development Expenses. Research and 
development expenses were $93 million, $83 million and 
$82 million in 1988, 1987 and 198(5, respectively. 


Acquisitions and Investments 

During 1988 PepsiCo acquired a number of businesses and 
minority equity interests with purchase prices aggregating 
approximately $1.8 billion, principally comprised of over $1.4 
billion in cash, $220 million in notes and $108 million in PepsiCo 
Capital Stock. The majority of these acquisitions were fran¬ 
chised domestic soft drink bottlers, the largest of w'hich were 
the bottling operations of Grand Metropolitan Incorporated 
acquired on August 4, 1988 for approximately $705 million in 
cash and a 20% equity investment in Pepsi-Cola General 
Bottlers, Inc. (the remaining equity of w hich is owmed by 
Whitman Corporation) acquired on December 31, 1987 for 
approximately $177 million in cash and certain previously con¬ 
solidated bottling operations with an aggregate carrying value 
of approximately $17 million. 

Acquisition activity in 1986 included the October acquisition 
of the Kentucky Fried Chicken operations for $841 million in 
cash, the May acquisition of the domestic soft drink bottling 
operations of ME I Corporat ion for $591 million in cash and the 
July acquisition of the international franchise soft drink business 
and certain Canadian bottling operations of The Seven-Up Com¬ 
pany for $246 million in cash. Consistent with management’s 
intention in 1986, the Canadian bottling operations w T ere sold in 
1988 and 1987 to franchised bottlers for a total of approximately 
$(56 million in cash. No gains or losses resulted from the sales. 

The business acquisitions have been accounted for by the 
purchase method; accordingly, their results w r ere included in the 
Consolidated Financial Statements from their respective dates 
of acquisition. The 1988 purchase prices have been preliminarily 
allocated to the estimated fair value of the assets acquired and 
liabilities assumed. Goodwill and other intangibles recorded in 
connection with the 1988 acquisitions was $1.3 billion. 





The following table presents the unaudited pro forma 
combined results of PepsiCo and the aforementioned 1986 acqui¬ 
sitions as if they had occurred at the beginning of that year and 
a substantial majority of the 1988 acquisitions had they occurred 
at the beginning of 1988 and 1987. The aggregate impact of 
other acquisitions in the periods presented was not material to 
PepsiCo’s net sales, income or income per share; accordingly, 
no related pro forma infoiTnation is provided. The pro forma 
information does not necessarily represent what the actual 
consolidated results would have been for these periods and is 
not intended to be indicative of future results. 




1988 


1987 


1986 

Net sales. 

$13,343.2 

$11. 

.797.7 

$10,486.3 

Income from continuing 







operations. 

$ 

744.4 

$ 

569.0 

$ 

461.1 

Per share. 

$ 

2.83 

$ 

2.17 

$ 

1.76 

Net income. 

$ 

744.4 

$ 

558.7 

$ 

455.1 

Per share. 

$ 

2.83 

$ 

2.13 

$ 

1.74 


In February 1989 PepsiCo entered into an agreement to 
acquire the franchised domestic soft drink bottling operations 
of General Cinema Corporation for approximately $1.75 billion 
in cash, subject to certain adjustments. The closing date has 
not yet been established, and the acquisition is subject to review 
by the Federal Trade Commission. The unaudited pro forma 
dilution of PepsiCo’s 1988 income per share, had the acquisi¬ 
tion occurred at the beginning of 1988, is estimated at an 
additional $0.20. 


Discontinued Operations 

In 1987 PepsiCo sold La Petite Boulangerie, Inc. (LPR), a retail 
bakery operation, for $15 million in cash. The sale produced a 
loss of $16 million before-tax and $9 million after-tax ($0.03 per 
share). The 1987 loss on the sale of LPB was reflected in the 
Consolidated Statement of Income under the caption “Loss on 
disposal.” The results of the operations of LPB, through the 
date of sale, were included in the Consolidated Statement of 
Income under the caption “Loss from discontinued operations.” 
LPB’s net sales were $15 million through the date of sale in 1987 
and $43 million in 1986. 


Inventories 

Inventories are valued at the lower of cost (computed on the 
average, first-in, first-out or last-in, first-out methods) or net 
realizable value. Inventories computed on the last-in, first-out 
(LIFO) method comprised 56% and 57% of inventories at year- 
end 1988 and 1987, respectively. 



1988 

1987 

Raw materials, supplies and 
in-process . 

$237.6 

$241.7 

Finished goods. 

220.0 

201.4 

Total (approximates current cost) . 

457.6 

443.1 

Excess of current cost over LIFO 
cost . 

(15.2) 

(10.1) 


$442.4 

$433.0 


Property, Plant and Equipment 

Property, plant and equipment are stated at cost. Deprecia¬ 
tion is calculated principally on a straight-line basis over the 
estimated useful lives of the assets. Interest capitalized as an 
additional cost of property, plant and equipment was $2 mil¬ 
lion in 1988, $5 million in i987 and $11 million in 1986. 


_1988 1987 

Land . $ 568.9 $ 500.9 

Buildings and building improvements .. 2,118.7 1,949.5 

Machinery and equipment. 3,764.2 3,352.2 

Capital leases, primarily buildings. 206.6 198.0 

6,658.4 6,000.6 

Accumulated depreciation and 

amortization. (2,195.9) (1,883.2 ) 

$4,462.5 $4,117.4 


Leases 

PepsiCo has noncancelable commitments under both capital and 
operating leases, primarily for restaurant units. Certain of these 
units have been subleased to restaurant franchisees. Lease 
commitments on capital and operating leases expire at various 
dates through 2022. 

Future minimum lease commitments and sublease receivables 
under noncancelable leases: 

Commitments Sublease Receivables 
Direct 

Capital Operating Financing Operating 


1989 . $ 27.9 $ 152.7 $ 6.8 $ 8.5 

1990 . 26.9 140.7 6.6 8.1 

1991 . 24.8 130.4 6.6 7.7 

1992 . 22.9 123.6 6.6 7.3 

1993 . 21.8 117.1 6.5 7.2 

Later 

years. 118.3 596.1 36.2 47.4 

$242.6 $1,260.6 $69.3 $86.2 


At year-end 1988 the present value of minimum lease 
payments for capital leases was $144 million, after deducting 
$1 million for estimated executory costs (taxes, maintenance 
and insurance) and $98 million representing imputed interest. 
The present value of minimum sublease receivables was $38 mil¬ 
lion after deducting $31 million of unearned interest income. 

Rental expense and income under operating leases and sub¬ 
leases, respectively: 

_ Rental _ 

Expense_Income 


1988. $240.0 $13.2 

1987. 204.8 16.6 

1986. 147.2 17.1 
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Notes Payable and Long-term Debt 

1988 

1987 

Notes Payable 

Commercial paper. 

$ 757.9 

$ 273.3 

Other notes payable. 

337.3 

207.4 


$1,095.2 

$ 480.7 

Long-term Debt 

Commercial paper (7.4% weighted 
average interest rate at vear-end 

1987) (A).!. 

$ 

$ 150.0 

Notes due 1989 through 1998 
(7.9% and 7.5% weighted average 
interest rate at year-end 1988 
and 1987, respectively) (B). 

1,078.2 

949.8 

Zero coupon notes (various), $1.1 
billion due 1989-2012 (14.0% and 

14.1% semi-annual weighted aver¬ 
age yield to maturity at year-end 

1988 and 1987, respectively). 

274.4 

238.8 

European Currency Units 7Vs% and 
7%% notes due 1990 and 1992 (C) .... 

234.4 

126.5 

Swiss franc perpetual Foreign Interest 
Payment bonds (D) . 

208.3 

207.6 

Australian dollar notes due 1989 and 
1990 (13.6% weighted average 
interest rate at year-end 1988 
and 1987) (C) . 

148.0 

124.5 

Pound sterling 9'/x‘% notes 
due 1993(C). 

108.5 


Swiss franc 5Vi% bearer bonds due 
1995(C). 

87.2 

99.1 

Italian lire l() 1 /2% notes due 1991 (C).... 

76.4 

83.7 

Canadian dollar 8%% notes due 

1991 (B). 

62.6 

57.0 

New Zealand dollar 18'/2% notes due 
1989(C). 

37.8 

39.1 

Capital lease obligations. 

144.2 

143.2 

Other, due 1989-2014 (8.5% and 10.8% 
weighted average interest rate at 
year-end 1988 and 1987, 
respectively). 

251.8 

225.8 


2,712.4 

2,445.1 

Less current maturities of 
long-term debt. 

355.8 

165.2 

Total long-term debt (E)(F). 

$2,356.6 

$2,279.9 


For additional information on capital lease obligations, see 
Note on page 44. 


(A) At year-end 1988 and 1987 PepsiCo had revolving credit 
agreements aggregating $1.2 billion and $1.5 billion, respec¬ 
tively, covering potential borrowings through 1992. These 
unused credit facilities provide PepsiCo with the ability to refi¬ 
nance short-term borrowings and support the classification of 
commercial paper as long-term debt w r hen it is PepsiCo's intent 
to refinance such commercial paper on a long-term basis as at 
year-end 1987. 


(B) PepsiCo has utilized interest rate swap agreements to 
effectively convert $733 million of fixed interest rate long-term 
debt to variable rate long-term debt with a weighted average 
interest rate of 8.7% at year-end 1988. 

(C) PepsiCo has entered into currency exchange agree¬ 
ments to hedge its foreign currency exposure on these issues of 
non-U. S. dollar denominated debt. At year-end 1988 the agree¬ 
ments effectively established U. S. dollar liabilities of $160 million 
with a weighted average fixed interest rate of 8.6%, and $450 
million with a weighted average variable interest rate of 8.2%. 

(D) The coupon rate of the Swiss franc 400 million per¬ 
petual Foreign Interest Payment bonds, issued in 1986, is 7 l /2% 
through 1996. The principal of the bonds is payable in Swiss 
francs and the interest payments will be made in U.S. dollars at 
a fixed contractual exchange rate. At the end of each 10-vear 
period after the issuance of the bonds: (i) PepsiCo will have the 
right to redeem the bonds at their face amount; (ii) the bondhold¬ 
ers will have the right to cause PepsiCo to redeem the bonds at 
the lesser of their face amount or the Swiss franc equivalent of 
the U.S. dollar proceeds received at issuance (the proceeds 
amount); or (iii) if the bonds are not redeemed, the coupon rate 
will be adjusted based on the prevailing yield of 10-vear U.S. 
Treasury Securities. As it is PepsiCo’s intent not to redeem the 
bonds, the proceeds amount is the basis of the carrying value of 
the bonds in the Statement of Financial Condition. 

(E) In 1984 PepsiCo issued $104 million Deutsche mark 
denominated bearer bonds yielding 7 ] /4%, due 1994 and callable 
beginning in 1989. PepsiCo defeased the bonds in 1984 by depos¬ 
iting higher yielding notes of the West German Government in 
an irrevocable trust est ablished for the sole purpose of servicing 
the scheduled interest and principal payments on the bonds. The 
bonds and West German Government notes were not included 
in the Consolidated Statement of Financial Condition. As a 
result of changes in West German tax law r s, the bonds w'ere 
called and will be redeemed in early 1989. 

(F ) Long-term debt is earned net of any related discount 
or premium and unamortized debt issuance costs. Foreign cur¬ 
rency denominated debt has been valued in the Consolidated 
Statement of Financial Condition at year-end exchange rates. 
The annual maturities of long-term debt through 1993, exclud¬ 
ing capital lease obligations, are: 1989-$343 million; 1990-$294 
million; 1991-$369 million; 1992-$201 million and 1993-$576 
million. The debt agreements include various restrictions, none 
of which is presently significant to PepsiCo. 


Nonrecourse Obligation 

In 1987 PepsiCo entered into an agreement related to a nonre¬ 
course obligation (the Obligation) under which it received pro¬ 
ceeds of $299 million, net of related expenses. The Obligation 
and related interest are payable solely from future royalty pay¬ 
ments from certain independent domestic franchisees of one of 
PepsiCo's restaurant systems, for a period not to exceed 10 
years. The Obligation carries a variable interest rate (8.9% as of 
December 31,1988) based upon a commercial paper rate. Under 
the terms of the agreement, principal repayments during the 
first three years can be readvanced; as it is PepsiCo’s intent to 
elect this provision, the entire Obligation is considered noncur¬ 
rent. Principal repayments, net of amounts readvanced, are esti¬ 
mated to be $260 million over the next five years. 







































Income Taxes 


Provision for income taxes on income from continuing operations: 



1988 

1987 

1986 

Current -Federal. 

.$235.2 

$226.8 

$139.9 

Foreign. 

. 61.9 

28.9 

10.8 

State. 

. 40.6 

22.5 

19.2 


337.7 

278.2 

169.9 

Deferred - Federal. 

. 37.4 

32.9 

58.6 

Foreign. 

. 3.0 

(2.2) 

(15.2) 

State. 

. (2.7) 

41.5 

13.4 


37.7 

72.2 

56.8 


$375.4 

$350.4 

$226.7 

U.S. and foreign income from continuing operations before 

income taxes: 

1988 

1987 

1986 

U.S. 

.$ 773.4 

$605.6 

$398.1 

Foreign. 

364.2 

349.9 

292.4 


$1,137.6 

$955.5 

$690.5 


Consistent with the allocation for tax purposes, approxi¬ 
mately 50% of the income arising from the sale of soft drink con¬ 
centrates that are manufactured in Puerto Rico is included in 
Foreign in the above table. PepsiCo has soft drink concentrate 
manufacturing facilities in Ireland and Puerto Rico that operate 
under tax incentive grants expiring in 1989 and 1991, respec¬ 
tively. Upon expiration of the Irish tax incentive grant, the con¬ 
centrate manufacturing profits will be subject to a 10% tax. 

Further, PepsiCo has reached an agreement in principle to 
amend its tax incentive grant related to Puerto Rico. Under the 
terms of the agreement, for a nominal tax the previously 
untaxed earnings of approximately $1 billion held in Puerto Rico 
as of December 31, 1988 may be repatriated at PepsiCo’s option 
over the subsequent three year period or later. Earnings in 
Puerto Rico subsequent to December 31, 1988, whether or not 
repatriated, will be subject to a tax of approximately 7%- in 1990 
and beyond and a reduced tax in 1989. The amendment to the 
grant will expire in 2006. The future taxes related to the Irish 
and Puerto Rican tax incentive grants are not expected to have 
a material impact on net income or cash flows. 


The deferred income tax provision, which results from differ¬ 
ences in the timing of recognition of revenue and expense for 
financial reporting and tax purposes, arose from the following: 



1988 

1987 

1986 

Depreciation. 

.$44.0 

$66.5 

$ 64.4 

Investment tax credits. 

Disposals of foreign 

. (14.6) 

(15.1) 

(13.4) 

bottling operations. 

. 1.6 

2.5 

25.3 

Discontinued product costs. 

. 1.5 

10.2 

(23.6) 

Other, net. 

. 5.2 

8.1 

4.1 


$ 37.7 

$ 72.2 

$ 56.8 


Deferred taxes were not provided on unremitted earnings 
of subsidiaries operating outside the United States that are 
intended to be indefinitely reinvested. These unremitted earn¬ 
ings aggregated approximately $473 million at year-end 1988, 
exclusive of amounts that if remitted in the future would result 
in little or no tax under current tax laws and the amended 
Puerto Rican tax incentive grant. In 1986 PepsiCo reversed pre¬ 
viously provided deferred foreign taxes of $18 million, reflecting 
management’s decision to indefinitely reinvest certain unre¬ 
mitted prior years’ foreign earnings. 


Reconciliation of the U.S. federal statutory tax rate to PepsiCo’s 
effective tax rate on income from continuing operations: 



1988 

1987 

1986 

U.S. federal statutory tax rate. 

.. 34.0% 

40.0% 

46.0% 

State income tax net of federal 
tax benefit . 

2.2 

4.2 

2.6 

Earnings in jurisdictions taxed at 
lower rates (principally Puerto 
Rico and Ireland). 

.. (3.1) 

(7.2) 

(10.2) 

Investment and targeted jobs 
tax credits. 

.. (1.6) 

(2.2) 

(2.9) 

Deferred taxes no longer required 
on unremitted earnings. 



(2.5) 

Other, net. 

1.5 

1.9 

(0.2) 

Effective tax rate . 

33.0% 

36.7% 

32.8% 


Deferred income taxes reflected in the Consolidated Statement 
of Financial Condition were comprised of the following: 



1988 

1987 

Deferred Income Taxes: 

Taxes payable 

-Timing differences. 

-Safe Harbor leases. 

Investment tax credits . 

$529.6 

236.3 

35.0 

$507.3 

247.7 

49.6 


$800.9 

$804.6 

Deferred income taxes included in 
“Prepaid expenses, taxes and other 
current assets”. 

$ 20.4 

$ 53.7 


The U.S. Tax Reform Act of 1986 (TRA) reduced the pro¬ 
vision for income taxes by an estimated $30 million in 1987 and 
an additional $38 million in 1988, primarily reflecting the 
declining federal statutory tax rate, but had an insignificant 
impact on the 1986 provision for income taxes. The repeal of the 
investment tax credit (ITC) by the TRA had a modest impact 
on PepsiCo’s 1988, 1987 and 1986 effective tax rate because 
PepsiCo amortizes the benefit of ITC for financial reporting 
purposes over the estimated useful lives of the related assets. 

In 1981 and 1982 PepsiCo invested in Safe Harbor leases 
(the Leases), which effectively are financing transactions that 
decrease income taxes payable over the initial years of the 
Leases and increase them over the later years. In 1986 deferred 
federal income taxes payable related to the Leases were reduced 
by $90 million as a result of the low er federal statutory tax rates 
for 1987 and subsequent years provided by the TRA. A $22 mil¬ 
lion gain, representing the reduction in the deferred tax liabil¬ 
ity net of the remaining investment in the Leases, w r as included 

























































































in the 1986 Consolidated Statement of Income under the caption 
“Selling, administrative and other expenses.” Taxes payable 
related to the Leases are estimated to be $64 million over the 
next five years. 

In December 1988 the Financial Accounting Standards 
Board amended Statement No. 96 on Accounting for Income 
Thxes (SFAS 96) to extend the required adoption date by one 
year. PepsiCo will adopt SFAS 96 as required in the first quar¬ 
ter of 1990. The adoption of SFAS 96 will impact PepsiCo’s 
deferred income taxes payable related to timing differences as 
well as the amount included in “Prepaid expenses, taxes and 
other current assets. ” Assuming continued reduced tax rates as 
provided by the TRA, the adoption of SFAS 96 on a prospective 
basis is expected to have a favorable impact on net income. This 
benefit would result from a reduction in net deferred income 
taxes to amounts estimated to be paid in future years, partially 
offset by the recording of deferred tax liabilities related to 
previously consummated acquisitions. 

Retirement Plans 

PepsiCo has several noncontributory defined benefit pension 
plans covering substantially all full-time domestic employees. 
Generally, benefits for salaried employees are based on years of 
service and the employees’ highest consecutive five-year average 
annual earnings. Benefits for hourly employees are based on 
specified amounts and credited service. PepsiCo funds these 
plans in amounts not less than minimum statutory funding 
requirements nor more than the maximum amount w r hich can 
be deducted for federal income tax purposes. The plan assets 
consist principally of equity securities, government and corpo¬ 
rate debt securities and other fixed income obligations. Capital 
Stock of PepsiCo accounted for approximately 12.5% and 12.0% 
of the total market value of plan assets at year-end 1988 and 
1987, respectively. 

Effective December 28, 1986, PepsiCo adopted Financial 
Accounting Standard No. 87 (SFAS 87), on Employers’ Account¬ 
ing for Pensions, for all company-sponsored domestic plans. The 
effect of adopting SFAS 87 was a reduction in 1987 pension 
expense of $50 million. As required by SFAS 87, pension 
expense for all domestic plans in 1986 w r as determined under the 
provisions of previous accounting principles. 

Pension expense for company-sponsored domestic plans (the 
Plans) was a credit of $16.8 million and $11.5 million in 1988 and 
1987, respectively, and a charge of $32.2 million for 1986. The de¬ 
crease in 1987 resulted principally from the adopt ion of SFAS 87. 

The net pension credit for the Plans included the following: 

1988 1987 

Service cost of benefits earned during 


the year. $ 24.8 $ 29.5 

Interest cost on projected benefit 

obligations. 40.0 38.1 

Return on the Plans’ assets: 

Actual. (86.1) (50.9) 

Deferred gain (loss) . 23.5 (9.2 ) 

(62.6 ) (60.1 ) 

Amortization of net transition gain. (19.0) (19.0) 

Pension credit. $(16.8) $(11.5) 


In determining the 1988 and 1987 pension credits, the assumed 
discount rates w r ere 10.0% and 8.6%, respectively, and the 


expected long-term rate of return applied to the market-related 
value of the Plans’ assets w r as 10.0% for both years. 

Reconciliations of the funded status of the Plans to the 
accrued pension liability included in the Consolidated Statement 
of Financial Condition are as follows: 



Plans with 

Plans with 


Assets 

Accumulated 


Exceeding 

Benefits 


Accumulated 

Exceeding 


Benefits 


Assets 


1988 1987 

1988 

1987 

Actuarial present value of 
benefit obligations: 




Vested benefits. 

.$(310.0) $(266.1) 

$(4.0) 

$(4.4) 

Nonvested benefits. 

. (72.7) (65.6) 

(0.6) 

(0.8) 

Accumulated benefit 




obligation . 

Effect of projected 

. (382.7) (331.7) 

(4.6) 

(5.2) 

compensation increases... 
Projected benefit 

. (54.9) (68.4) 

(2.1) 

(2.2) 

obligation . 

. (437.6) (400.1) 

(6.7) 

(7.4) 

Plan assets at fair value . 

. 708.5 646.5 

- 

0.4 

Plan assets in excess of (less 



than) projected benefit 
obligation . 

. 270.9 246.4 

(6.7) 

(7.0) 

Unamortized prior service 




cost . 

3.4 0.4 

- 

— 

Unamortized net gain. 

Unamortized net transition 

. (96.0) (76.7) 

(1.1) 

(1.5) 

(gain) loss. 

. (186.8) (205.9) 

0.7 

0.8 

Accrued pension liabilitv. 

.$ (8.5) $ (35.8) 

$(7.1) 

$(7.7) 

Included in: 




Investments, Long-term 




Receivables and 

Other Assets . 

.$ 3.4 $ 

$ - 

$ - 

Other current liabilities... 

.$(10.8)$ (4.4) 

$ - 

$(0.2) 

Other Liabilities and 




Deferred Credits. 

.$ (1.1)$ (31.4) 

$(7.1) 

$(7.5) 


The determinat ion of the actuarial present value of the 
projected benefit obligation at year-end 1988 and 1987 reflected 
assumed discount rates of 10.1% and 10.0%, respectively, and 
future compensation growth rates within a range of 5.0% to 
7.0%' for both years. 

Domestic employees not covered by the Plans are generally 
covered by multiemployer plans as part of collective-bargaining 
agreements. Pension expense for these multiemployer plans w^as 
not significant in the aggregate. 

Pension coverage for employees of PepsiCo’s foreign opera¬ 
tions is provided through separate plans, many of w r hich are 
governed by local statutory requirements. These plans are not 
significant in the aggregate and therefore are not included in the 
above disclosures. 

PepsiCo provides certain health care and life insurance 
benefits to retired nonunion employees. Annual costs of the 
benefits are expensed as health care claims are incurred and life 
insurance premiums are paid and are currently not significant. 






















































































Management Incentive Plan 

The shareholder-approved 1987 Incentive Plan (the Plan), effec¬ 
tive January 1, 1988, continues the principal features of the 1979 
Incentive Plan that expired on December 31, 1987. The Plan 
provides long-term incentives to key employees through stock 
options, performance shares and stock appreciation rights 
(SARs) awarded to senior management employees, and through 
incentive stock units (Units) awarded to middle management 
employees. The Plan authorizes up to a maximum of 18 million 
shares of PepsiCo Capital Stock to be purchased or paid pursu¬ 
ant to grants by the Compensation Committee of the Board 
of Directors (the Committee). Payment of awards, other than 
stock options, is made in cash and/or PepsiCo Capital Stock as 
determined by the Committee, which is composed of outside 
directors. 

A stock option represents the right to purchase one share 
of PepsiCo Capital Stock at the fair market value when granted 
for a specified period generally falling between 4 and 15 years 
from the date of grant. A performance share, which is equiva¬ 
lent to one share of PepsiCo Capital Stock, vests and is payable 
four years after the date of grant, contingent upon attainment 
of prescribed performance criteria. A partial performance share 
award is granted to an employee who subsequently becomes eli¬ 
gible or is promoted. A stock option is granted with each perfor¬ 
mance award, which prior to 1988 consisted of a performance 
share. Beginning with the 1988 award, a specified number of 
additional stock options are granted as a performance award in 
lieu of a performance share. These additional stock options may 
subsequently be converted to a performance share at the 
employee’s election within 60 days from the date of grant. 

SARs, available to certain employees holding stock options, 
are granted in the year the related options become exercis¬ 
able. They allow the employees to surrender an option for an 
amount equal to the appreciation between the option exercise 
price and the fair market value of PepsiCo Capital Stock on the 
date the SAR is exercised. SARs expire no later than the expira¬ 
tion date of the related options. During 1988, 328,755 SARs 
were granted. In 1989, 146,052 SARs expired, as beginning in 
that year the employees may elect to convert a maximum of 3CK# 
of their eligible exercisable stock options to SARs. 

A Unit, which is equivalent to one share of PepsiCo Capital 
Stock, vests over a six-year period from the date of grant, and 
the value is based on the fair market value of PepsiCo Capital 
Stock at specified vesting dates. 

The fair market value of PepsiCo Capital Stock related to 
the awards is determined as the lesser of the market value on 
the day prior to the grant or vesting date or the average market 
value over the 30 days preceding the grant or vesting date. 

The estimated costs of performance shares, SARs and 
Units, which are expensed over the applicable vesting periods 
of the awards, were $16 million, $20 million and $17 million in 
1988, 1987 and 1986, respectively. 


Award activity under PepsiCo’s management incentive plan 
for 1988 was as follows: 



Stock 

Options 

Performance Incentive 

Shares Stock Units 

Outstanding at 
December 26,1987 

3,142,243 

1,769,233 

562,284 

Granted . 

3,683,948 

87,249 

7,181 

Exercised/paid. 

(194,430) 

(1,017,864) 

(15,034) 

Surrendered for 
performance 
shares. 

(542,130) 

180,710 


Surrendered 
for SARs . 

(116,417) 



Cancelled. 

(146,688) 

(46,702) 

(96,296) 

Outstanding at 
December 31,1988 

5,826,526 

972,626 

458,135 

Exercisable at 

December 31, 1988 798,844 

Option prices per share 

Exercised during the year. 

Outstanding at vear-end. 

. $12.33 to $26.25 
. $12.33 to $37.65 



Supplemental Cash Flow Information 

1988 

1987 

1986 

Cash Flow Data: 

Interest paid. 

$286.5 

$257.7 

$221.6 

Income taxes paid. 

S234.7 

$222.2 

$ 84.0 

Schedule of Noncash 
Investment and 

Financing Activities: 

Issuances of treasury 
stock and debt for 
acquisitions. 

$328.2 

$ 

$ 40.9 

Liabilities assumed/dis¬ 
posed of in connection 
with acquisitions/sales 
of businesses. 

$300.0 

$ 45.0 

$416.0 

I ssuances of treasury stock 
for compensation awards 
and conversion of 
debentures. 

$ 26.4 

$ 14.8 

$ 35.0 

Additions of capital leases .... 

$ 4.3 

$ 4.5 

$ 23.7 


Contingencies 

PepsiCo is involved in various claims and legal proceedings, the 
resolution of which management believes will not have a mate¬ 
rial effect on PepsiCo’s business or financial condition. PepsiCo 
intends to prosecute or defend vigorously, as the case may be, 
all such matters. 

At year-end 1988 PepsiCo was contingently liable under 
direct and indirect guarantees aggregating $73 million. 
































Management’s Responsibility For 
Financial Statements 

To Our Shareholders: 


Management is responsible for the preparation, integrity and 
objectivity of the consolidated financial statements and related 
notes. To meet these responsibilities, we maintain a system of 
internal control, supported by formal policies and procedures, 
which include an active Code of Conduct program intended 
to ensure key employees adhere to the highest standards of 
personal and professional integrity. PepsiCo’s internal audit 
function monitors and reports on the adequacy of and compliance 
with our internal controls, policies and procedures. Although 
no cost effective internal control system will preclude all errors 
and irregularities, we believe the established system of internal 
control provides reasonable assurance that assets are safe¬ 
guarded, transactions are recorded in accordance with our poli¬ 
cies and the financial information is reliable. 

The consolidated financial statements have been prepared 
in conformity with generally accepted accounting principles 
applied on a consistent basis, except for the required 1987 
change in the method of accounting for pensions as described in 
the Note to Consolidated Financial Statements appearing on 
page 47, and include amounts based upon our estimates and 
judgments, as required. The consolidated financial statements 
have been audited by Arthur Young & Company who have 
expressed their opinion, presented below, with respect to the 
fairness of the statements. Their audits included a review' of the 
system of internal control and tests of transactions to the extent 
they considered necessary to render their opinion. 


The Audit Committee of the Board of Directors is composed 
solely of outside directors. The Audit Committee meets periodi¬ 
cally with Arthur Young & Company, our internal auditor’s and 
PepsiCo management to review accounting, auditing, internal 
control and financial reporting matter’s. Both Arthur Young & 
Company and our* internal auditors have free access to the Audit 
Committee. 



D. Wayne Calloway 
Chairman of the Board and Chief Executive Officer 


> 


Robert G. Dettmer 

Executive Vice President and Chief Financial Officer 

Robert L. Carleton 

Senior Vice President and Controller 


Report of Independent Public Accountants 

Board of Directors and Shareholder’s 
PepsiCo, Inc. 


We have audited the accompanying consolidated statement of 
financial condition of PepsiCo, Inc. and subsidiaries at 
December 31, 1988 and December 26, 1987, and the related 
consolidated statements of income, shareholders’ equity and 
cash flow's for each of the three years in the period ended 
December 31, 1988, appearing on pages 34, 35, 36, 38, 40, 42 
through 48. These financial statements are the responsibility 
of PepsiCo, Inc.’s management. Our responsibility is to 
express an opinion on these financial statements based 
on our audits. 

We conducted our audits in accordance with generally 
accepted auditing standards. Those standards require that w r e 
plan and perform the audit to obtain reasonable assurance 
about w hether the financial statements are free of material 
misstatement. An audit includes examining, on a test basis, 
evidence supporting the amounts and disclosures in the 
financial statements. An audit also includes assessing the 
accounting principles used and significant estimates made by 
management, as well as evaluating the overall financial 
statement presentation. We believe that our audits provide a 
reasonable basis for our opinion. 


In our opinion, the financial statements referred to 
above present fairly, in all material respects, the consoli¬ 
dated financial position of PepsiCo, Inc. and subsidiaries 
at December 31, 1988 and December 26, 1987, and the consol¬ 
idated results of operations and cash flow's for each of the 
three years in the period ended December 31, 1988 in con¬ 
formity with generally accepted accounting principles. 

As discussed in the Note to Consolidated Financial 
Statements appealing on page 47, PepsiCo, Inc. changed the 
method of accounting for pensions in 1987. 



New 7 York, New 7 York 
February 7, 1989 







Selected Financial Data 


(in millions except per share, shareholder 
and employee amounts, unaudited) 

PepsiCo, Inc. and Subsidiaries 

Growth Rates 
Compounded 

10-Year 5-Year 

1978-88 1983-88 

Annual 

1-Year 

1987-88 

1988 

1987(a) 

Summary of Operations 






Net sales. 

14.0%. 

14.6%. 

14.4% 

$13,007.0 

$11,365.8 

Cost of sales and operating expenses. 




11,647.0 

10,228.2 

Interest expense. 




344.9 

295.8 

Interest income . 




(122.5) 

(113.7) 





11,869.4 

10,410.3 

Income from continuing operations before 






income taxes. 




1,137.6 

955.5 

Provision for income taxes . 




375.4 

350.4 

Income from continuing operations. 

13.8% 

22.0%. 

26.0% 

$ 762.2 

$ 605.1 

Net income. 

13.1% 

21.8% 

28.1% 

$ 762.2 

$ 594.8 

Income per share from continuing operations. 

14.5% 

23.7% 

26.1% 

$ 2.90 

$ 2.30 

Net income per share. 

13.7% 

23.7% 

28.3% 

$ 2.90 

$ 2.26 

Average shares and equivalents outstanding. 




263.5 

263.1 

Cash dividends declared . 

9.0%- 

6.7% 

19.8% 

$ 209.2 

$ 174.7 

Per share. 

9.4%. 

8.2% 

19.4% 

$ 0.800 

$ 0.670 

Year-End Position 






Total assets. 




$11,135.3 

$ 9,022.7 

Long-term debt(e). 




$ 2,656.0 

$ 2,579.2 

Shareholders'equity . 




$ 3,161.0 

$ 2,508.6 

Per share. 

9.6% 

13.5%. 

24.8% 

$ 12.03 

$ 9.63 

Market price per share . 

16.6% 

25.4% 

16.6% 

S 39'/ 2 

$ 33% 

Shares outstanding . 




262.8 

260.4 

Employees. 




235,000 

225,000 

Shareholders of record. 




94,000 

92,000 

Statistics 






Return on average shareholders’ equity(f). 




26.9% 

26.5% 

Return on net sales(fl. 




5.9% 

5.3% 

Total debt to total capital employed^). 




47.1% 

46.4% 


The above amounts have been restated to reflect the divestiture of La Petite Boulangerie and the reclassifications to report under the equity method of accounting 
certain previously consolidated domestic soft drink bottling operations contributed to joint ventures in early 1988. Results of acquisitions have been included from 
their respective dates of purchase. (See Notes to Consolidated Financial Statements on pages 43 and 44.) 

(a) PepsiCo adopted the Financial Accounting Standard No. 87 (SFAS 87) on Employers’ Accounting for Pensions. Prior years are not restated for SFAS 87. (See 
Note to Consolidated Financial Statements on page 47.) 

(b) PepsiCo adopted the Financial Accounting Standard No. 52 (SFAS 52) on Foreign Currency Translation. Prior years are not restated for SFAS 52. 

(c) In 1984 a $156.0 charge was recorded related to the planned sale of several company-owned foreign bottling operations ($02.0 after-tax or $0.22 per share). In 
1985 a $25.9 credit was recorded as an adjustment to the charge ($14.9 after-tax or $0.05 per sharej. 

(d) Included a $79.4 charge related to a reduction in net assets of certain foreign bottling o]>erations ($79.4 after-tax or $0.28 per share). 

(e) Long-term debt includes the nonrecourse obligation. (See Note to Consolidated Financial Statements on page 45.) 

(f) The return on average shareholders’ equity and return on net sales are calculated using income from continuing operations. 

(g) Total debt includes notes payable and long-term debt (including current maturities); total capital employed includes total debt, other liabilities 
and deferred credits, deferred income taxes and shareholders’ equity. 




















































1986 

1985 

1984 

1983 

1982(b) 

1981 

1980 

1979 

1978 

$9,017.1 

$7,584.5 

$7,058.6 

$6,568.6 

$6,232.4 

$5,873.3 

$4,955.9 

$4,198.9 

$3,523.7 

8,187.9 

6,802.4(0 

6,479.3(0 

5,995.7 

5,684.7(0) 

5,278.8 

4,435.7 

3.734.7 

3,104.6 

261.4 

195.2 

204.9 

175.0 

163.5 

147.7 

112.7 

71.2 

50.1 

(122.7) 

(96.4) 

(86.1) 

(53.6) 

(49.1) 

(35.8) 

(27.1) 

(21.9) 

(19.3) 

8,326.6 

6,901.2 

6,598.1 

6,117.1 

5,799.1 

5,390.7 

4,521.3 

3,784.0 

3,135.4 

690.5 

683.3 

460.5 

451.5 

4)33.3 

482.6 

4)34.6 

414.9 

388.3 

226.7 

256.7 

180.5 

169.5 

229.7 

213.7 

200.3 

176.3 

179.8 

$ 463.8 

$ 426.6 

$ 280.0 

$ 282.0 

$ 203.6 

$ 268.9 

$ 2)34.3 

$ 2)38.6 

$ 208.5 

$ 457.8 

$ 543.7 

$ 212.5 

$ 284.1 

$ 224.3 

$ 297.5 

$ 260.7 

$ 250.4 

$ 22)3.2 

$ 1.77 

$ 1.53(0 

$ 0.99(0 

$ 1.00 

$ 0.73W) 

$ 0.97 

$ 0.86 

$ 0.86 

$ 0.75 

$ 1.75 

$ 1.94 

$ 0.75 

$ 1.00 

$ 0.80 

$ 1.07 

$ 0.95 

$ 0.90 

$ 0.80 

262.2 

280.7 

287.5 

286.4 

284.7 

279.2 

273.5 

278.4 

278.6 

$ 162.6 

$ 161.2 

$ 156.2 

$ 151.4 

$ 147.1 

$ 129.9 

$ 114.9 

$ 102.4 

$ 88.4 

$ 0.628 

$ 0.585 

$ 0.555 

$ 0.540 

$ 0.527 

$ 0.473 

$ 0.420 

$ 0.368 

$ 0.325 

$8,027.1 

$5,889.3 

$4,876.9 

$4,446.3 

$4,052.2 

$3,960.2 

$3,309.7 

$2,800.0 

$2,293.4 

$2,632.6 

$1,162.0 

$ 668.1 

$ 797.8 

$ 843.2 

$ 804.6 

$ 769.5 

$ 601.2 

$ 459.9 

$2,059.1 

$1,837.7 

$1,853.4 

$1,794.2 

$1,650.5 

$1,556.3 

$1,509.7 

$1,387.2 

$1,336.7 

$ 7.91 

$ 6.98 

$ 6.58 

$ 6.39 

$ 5.89 

$ 5.66 

$ 5.51 

$ 5.08 

$ 4.79 

$ 26% 

$ 23% 

$ 14 

$ 12% 

$ 11 Vs 

$ 12'/k 

$ 8% 

$ m 

$ 8‘/2 

260.3 

263.1 

281.7 

280.7 

280.1 

274.8 

273.8 

272.9 

279.2 

214,000 

150,000 

150,000 

154,000 

133,000 

120,000 

111,000 

105,000 

95,000 

87,000 

72,000 

62,000 

60,000 

48,000 

49,000 

51,000 

5)3,000 

55,000 

23.8% 

23.1% 

15.4% 

16.4% 

12.7% 

17.5% 

16.2% 

17.5% 

16.7% 

5.1% 

5.6% 

3.9% 

4.3% 

3.3%. 

4.6% 

4.7%- 

5.7% 

5.9% 

47.5% 

34.4% 

26.5% 

31.6% 

34.6% 

40.7% 

34.9%. 

31.3% 

26.3% 


Net Sales 

($ In Millions) 



14000 

12000 

10000 

8000 

6000 

4000 

2000 

0 


78 79 80 81 82 83 84 85 86 87 88 


Income Per Share 

From Continuing Operations 

(In Dollars) 



78 79 80 81 82 83 84 85 86 87 88 
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Quarterly Financial Data 

(in millions except per share amounts, unaudited) 



First Quarter 
1988 1987 

Second Quarter 
1988 1987 

Third Quarter 
1988 1987 

Fourth Quarter 
1988 1987 

Full Year 
1988 1987 

Net sales. 

$2,568.3 

2.265.0 

3,010.2 

2,757.2 

3.240.2 

2,904.1 

4,188.3 

3,439.5 

13,007.0 

11,365.8 

Gross profit' fl . 

$1,344.1 

1,177.0 

1,589.6 

1,481.4 

1,688.0 

1,530.5 

2,129.5 

1,811.2 

6,751.2 

6,000.1 

Income from continuing operations before 
income taxes . 

$ 171.7““ 

131.2 

325.2 

299.6 ,b) 

360.5' cl 

301.4 

280.2 

223.3 

1,137.6 

955.5 

Provision for income taxes. 

. $ 58.4 

49.5 

105.6 

110.6 

118.9 

111.5 

92.5 

78.8 

375.4 

350.4 

Income from continuing operations. 

$ 113.3 

81.7 

219.6 

189.0 

241.6 

189.9 

187.7 

144.5 

762.2 

605.1 

(Loss) income from discontinued operations . 

.$ 

(12.8) 

- 

- 

- 

- 

- 

2.5 

- 

(10.3) 

Net income. 

$ 113.3 

68.9 

219.6 

189.0 

241.6 

189.9 

187.7 

147.0 

762.2 

594.8 

Income (loss) per share: 

Continuing operations . 

$ 0.43'*’ 

0.31 

0.84 

0.72 b ' 

0.91" 

0.72"" 

0.72 

0.55 

2.90 

2.30 

Discontinued operations.. 

. $ 

(0.05) 

- 

- 

- 

- 

- 

0.01 

- 

<0.04 ) l 

Net income per share. 

. $ 0.43 

0.26 

0.84 

0.72 

0.91 

0.72 

0.72 

0.56 

2.90 

2.26 


The first, second and third quarters of 1988 and 1987 each consisted of twelve weeks. The fourth quarter of 1988 and 1987 consisted of 17 and 16 weeks, respectively. 
Full years 1988 and 1987 consisted of 53 and 52 weeks, respectively. 


The 1987 amounts have been reclassified to report under the equity method of accounting certain previously consolidated domestic soft drink bottling operations 
contributed to joint ventures in early 1988. (See Note to Consolidated Financial Statements on page 43.) 

(a) Included a $14.5 charge ($10.4 after-tax or $0.04 per share) related to the reorganization of domestic soft drink operations. 

(b) Included $27.8 in gains ($18.5 after-tax or $0.07 per share) resulting from the sale of a soft drink bottling operation in Puerto Rico, a Frito-Lay cookie production 
facility and several pizza restaurants in Australia. 

(c) Included a $9.4 loss ($5.9 after-tax or $0.02 per share) resulting from the sale of a winery in Spain. 

(d) Included a $8.0 charge ($4.8 after-tax or $0.02 per share) related to the reorganization of Kentucky Fried Chickens domestic operations. 

(e) Included a $9.0 after-tax loss ($0.03 per share) from the sale of La Petite Boulangerie, a retail bakery operation. 

(f) The gross profit amounts reflect the reclassification of certain restaurant operating expenses from ‘‘Selling, administrative and other expenses” to “Cost of sales” 
in the Consolidated Statement of Income as follows (see Note to Consolidated Financial Statements on page 43): 

First Second Third Fourth Full 

Quarter Quarter Quarter Quarter Year 


1988 $232.4 $262.1 $273.5 $391.3 $1,159.3 

1987 . $192.1 $222.6 $242.1 $323.7 $ 980.5 


Year^End Market 
Price Of Stock 

(In Dollars) 


Comparison Of Monthly — PepsiCo, Inc. 

Market Price Performance — s&p 400 

Closing Price Indexed At 12/31/83 
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Capital Stock Information 

Stock Trading Symbol 

PEP 

Stock Exchange Listings 

New York, Midwest, Basel, 

Geneva, Zurich, Amsterdam, Tokyo 

At year-end 1988 there w r ere 94,000 shareholders of record. 

Dividend Policy 

Cash dividends are declared quarterly. On January 7 1, 1989, 
PepsiCo’s quarterly dividend w 7 as $0.21 per share. We have paid 
quarterly cash dividends since PepsiCo was formed in 1965, 
and dividends have increased for 17 consecutive years. 

The 1988 dividend payout ratio was 35% of 1987 earnings. 

Dividends Paid Per Share 


Quarter 

1988 

1987 

i 

17? 

16c 

2 

2U 

17c 

3 

in 

17C 

4 

21<? 

17c 


Dividend Reinvestment Plan 

Shareholders may increase them investment in our stock by 
enrolling in PepsiCo’s Dividend Reinvestment Plan. PepsiCo 
pays all fees associated with the plan. A brochure explaining this 
convenient plan is available from our transfer agent: 

Manufacturers Hanover Trust Company 
450 West 33rd Street 
New’ York, New’ York 10001 


Stock Prices 

The high, low 7 and closing prices on the New 7 York Stock 
Exchange, as reported by The Wall Street Journal, for each 


quarter of 1988 and 1987 were as 

follows (in dollars): 

1988 

High 

Low 

Close 

Fourth Quarter 

43 5 /s 

29 7 /x 

39% 

Third Quarter 

38 

33'/a 

36% 

Second Quarter 

37% 

32% 

37 

First Quarter 

35 7 /s 

30 

35 

1987 

Fourth Quarter 

40% 

25'/a 

33% 

Third Quarter 

4214 

35% 

38 

Second Quarter 

37 

29% 

361/2 

First Quarter 

35% 

26 

35 


Stock Performance 


As the chart on page 52 illustrates, the return on PepsiCo 
Capital Stock compares favorably with the performance of the 
Standard & Poors 400 over the past five years. 

PepsiCo w as formed through the 1965 merger of Pepsi-Cola 
Company and Frito-Lay, Inc. A $1,000 investment in our stock 
made in 1965 w as w 7 orth approximately $19,000 on December 31, 
1988, assuming the reinvestment of dividends. Past performance 
is not necessarily indicative of future returns on investments 
in PepsiCo Capital Stock. 


Shareholder Information 

Financial Information 

Security analysts and representatives of financial institutions 
are invited to contact: 

Margaret I). Moore 

Vice President, Investor Relations 

Telephone: (914) 253-3035 

Shareholder Inquiries 

Questions concerning your dividend reinvestment account, 
dividend payments or address changes should be addressed to: 

Manufacturers Hanover Trust Company 
Security Holder Relations 
P.O. Box 24935, Church Street Station 
New’ York, New r York 10249 
Telephone: (212) 613-7147 

Please mention PepsiCo, your name as printed on your 
stock certificate, your social security number and include your 
address and telephone number in all correspondence. 


Shareholders' Meeting 

The Annual Meeting of Shareholders will be held at PepsiCo 
World Headquarters on Anderson Hill Road. Purchase, New 7 
York, at 10 a.m. (EDT), Wednesday, May 3,1989. Proxies for the 
meeting will be solicited by an independent proxy solicitor. 

This Annual Report is not part of the proxy solicitation. 

If you need additional assistance or information, or would 
like to receive free of charge a copy of PepsiCo’s Form 10-K 
and 10-Q reports filed with the Securities and Exchange 
Commission, contact: 

Manager of Shareholder Relations 
PepsiCo, Inc. 

Purchase, New York 10577 
Telephone: (914) 253-3055 
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PepsiCo Directors 



I). Wayne Calloway 

Chairman of the Board 
and Chief Executive Officer 
PepsiCo, Inc., 53 
Elected 1983 
Committee: Executive 

Roger B. Smith 

Chairman and Chief Executive 
Officer, General Motors, 63 
Elected 1989 
Committees: Audit, 
Compensation 


Roger A. Enrico 

President and Chief Executive 
Officer, PepsiCo Worldwide 
Beverages, 44 
Elected 1987 
Committee: Executive 

John J. Murphy 

Chairman, Chief Executive 
Officer and President, Dresser 
Industries, 57 
Elected 1984 
Committees: Audit, 
Compensation 


Sharon Percy Rockefeller 

Chairman, WETA Channel 2d 
Member, Board of Directors 
Corporation for Public 
Broadcasting. 44 
Elected 198b 
Committees: Audit, 

Compensation 

Frank T. Cary 

Retired Chairman and Chief 
Executive Officer, 

International Business 
Machines Corporation, 68 
Elected 1983 
Committees: Audit, 

Compensation, Executive 

Donald M. Kendall 

Chairman of the Executive 
Committee (Retired Chairman of the 
Board and Chief Executive Officer) 
PepsiCo, Inc., 68 
Elected 1961 
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Andrall E. Pearson 

Professor, Harvard Business 
School (Retired President and 
Chief Operating Officer, 
PepsiCo, Inc.), 63 
Elected 1970 

Robert H. Stewart, III 

Vice Chairman of the Board 
La Salle Energy Corporation, 63 
Elected 1965 
Committees: Audit, 

Executive, Compensation 
(chairman) 



Michael H. Jordan 

President and Chief Executive 
Officer, PepsiCo Worldwide 
Foods, 52 
Elected 1985 
Committee: Executive 

Arnold R. Weber 

President, Northwestern 
University, 59 
Elected 1978 
Committees: Audit, 

Compensation 

Clifton C. Garvin, Jr. 

Retired Chairman of the Board and 
Chief Executive Officer, Exxon 
Corporation, 67 
Elected 1975 

Committees: Compensation, 
Executive, Audit (chairman) 



Robert S. Strauss 

Partner: Akin, Gump, Strauss, 
Hauer & Feld, 70 
Elected 1983 
Committees: Audit, 
Compensation 

William T. Coleman, Jr. 

Senior Partner, O’Melveny & 
Myers, 68 
Elected 1977 
Committees: Audit, 
Compensation 








Principal Divisions and Corporate Officers 


Soft Drinks 

PepsiCo Worldwide Beverages 
Pepsi-Cola International 
Somers, New York 10589 
Roger A. Enrico, President 

Pepsi-Cola Company 
Somers, New York 10589 
Craig E. Weatherup, President 

Pepsi-Cola East 
Somers, New York 10589 
John M. Cranor, III, President 

Pepsi-Cola South 

12377 Merit Drive (Suite 1500) 

Dallas, Texas 75251 
Ronald W. Tidmore, President 

Pepsi-Cola Central 

300 Park Boulevard (Suite 500) 

Itasca, Illinois 60143 
Christopher A. Sinclair, President 

Pepsi-Cola West 

2600 Michelson (Suite 1700) 

Irvine, California 92715 
Christopher Hallenbeck, President 

PepsiCo Wines and Spirits International 
Purchase, New York 10577 
John G. Swanhaus, Senior Vice President 
and General Manager 


Snack Foods 

PepsiCo Worldwide Foods 
7701 Legacy Drive 
Plano, Texas 75024 
Michael H. Jordan, President 

Frito-Lay, Inc. 

7701 Legacy Drive 
Plano, Texas 75024 
Robert H. Beeby, President 

PepsiCo Foods International 
400 Frito-Lay Tower 
Dallas, Texas 75235 
John S. Pingel, Jr., President 


Restaurants 

Kentucky Fried Chicken Corporation 
1441 Gardiner Lane 
Louisville, Kentucky 40213 
Richard P. Mayer, Chairman 

KFC-USA 
1441 Gardiner Lane 
Louisville, Kentucky 40213 
Steven V. Fellingham, President 


KFC International 
1441 Gardiner Lane 
Louisville, Kentucky 40213 
Donald L. Pierce, President 

Pizza Hut, Inc. 

9111 East Douglas 

Wichita, Kansas 67207 

Steven S Reinemund, President 

Taco Bell Corp. 

17901 Von Karman 
Irvine, California 92714 
John E. Martin, President 

PepsiCo Food Service International 
Purchase, New York 10577 
Graham G. Butler, President 


Executive Offices 

Purchase, New York 10577 
(914) 253-2000 


Executive Officers 

I). Wayne Calloway 
Chairman of the Board and 
Chief Executive Officer 

Donald M. Kendall 

Chairman of the Executive Committee 
Roger A. Enrico 

President and Chief Executive Officer 
PepsiCo Worldwide Beverages 

Michael H. Jordan 

President and Chief Executive Officer 
PepsiCo Worldwide Foods 

Robert G. Dettmer 
Executive Vice President and 
Chief Financial Officer 

Randall C. Barnes 

Senior Vice President, Strategic Planning 
and New Business Development 

Robert L. Carleton 

Senior Vice President and Controller 

Donovan R. Christopherson 
Senior Vice President, Restaurant 
Development 

J. Roger King- 

Senior Vice President, Personnel 

Edward V. Lahey, Jr. 

Senior Vice President, General Counsel 
and Secretary 

Joseph F. McCann 

Senior Vice President , Public Affairs 

Leonard Schutzman 

Senior Vice President and Treasurer 


Vice Presidents 

Robert O. Barber 
Assistant Controller 

Gerard W. Casey 
Assistant General Counsel 

Douglas M. Cram 
Corporate Division Counsel 

Allan B. Deering 

Management Information Services 

Lawrence F. Dickie 
Associate General Counsel and 
Assistant Secretary 

Robert S. Enright 
Taxes 

JohnJ. Flaherty 
General Auditor 

James M. Griffith 
Public Relations 

Donald T. Hainan 
Tax Administration 

Joseph J. Joyce 
Assistant General Counsel 

Margaret 1). Moore 
Investor Relations 

Claudia E. Morf 
Assistant Treasurer 

Dan R. Paxton 
Human Resources 

Charles W. Rogers 
Compensation and Benefits 

David L. Wright 
Government Affail’s 


Assistant Officers 

Janet M. Lavine 
Assistant Treasurer 

Lawrence H. Meyer 
Assistant Treasurer 


PepsiCo's Annual Report contains many of the valu¬ 
able trademarks owned and used by PepsiCo and 
its subsidiaries and affiliates in the United States 
and internationally to distinguish products and ser¬ 
vices of outstanding quality. 

< PepsiCo, Inc. 19S9 
Design: Eisenman & Enoch, Inc. 

Printing: National Bickford Foremost 
Major Photography: Stephen Wilkes 
Chairmans and Directors’ 

Photography: Alen MacWeeney 
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Stretching Our International Presence 

In 1988 our international sales grew nearly $500 million, and profits 
rose $40 million. In just the past two years, our international sales 
have doubled and profits nearly tripled. Here are some highlights. 


9 


Soft Drinks 

• Landmark joint venture agreement will make Pepsi-Cola 
the first major foreign soft drink available in India in more 
than a decade. 

• Renewed accord with U.S.S.R. extends PepsiCo trade 
relationship through the year 2000 and will double 
Pepsi-Cola business there. 

• New 15-year agreement in China, the w'orld’s most 
populous country, will expand Pepsi-Cola operations with 
new' concentrate and bottling plants. 


Snack Foods 

• Frito-Lay joint venture with Hostess creates #1 snack 
food company in Canada, expanding distribution opportu¬ 
nities and broadening product line. 

• Italy, Turkey and India become our newest markets and 
promise to be as successful as last year’s ventures in 
Greece, Portugal and Korea. 


Introduction of Frito-Lay style brands on a country-by¬ 
country' basis grows sales and creates momentum for 
increased levels of consumption. Several more interna¬ 
tional product introductions are being planned. 


Restaurants 

• Openings in five more countries expand Pizza Hut restau¬ 
rants to 50 markets. Plans to build Pizza Hut restaurants 
in several more countries, including the U.S.S.R., are 
underway. 

• Topping off 1988, w'hen w r e added nearly one new' interna¬ 
tional restaurant per day, the 1,000th international 
Pizza Hut opens in Canada in early 1989. 

• KFC’s success with the world’s largest quick service 
restaurant in China leads to further expansion in that 
huge market. In Japan, another key Pacific market, KFC 
approaches 800 units. 


















TACO 

'BELL 



Kentucky 

Fried 

Chicken 


PepsiCo, Inc. Purchase, New York 10577 







